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EXECUTIVE  SUMMARY 


Purpose  and  Scope  of  Study 

Last  year,  the  Montana  Legislature  passed  House  Bill  90  which  directed  the  interim 
committee,  CPERS,  to  study  the  Public  Employees'  Retirement  System  (including  its 
supplemental  457  and  403(b)  plans)  and  prepare  recommendations  for  possible  changes. 
The  requirements  of  HB  90  specified  that  the  value  of  the  PERS  system  should  be 
assessed  with  respect  to  the  characteristics  and  goals  of  various  parties  of  interest  in  the 
PERS,  including  members,  employers.  PERS  administrators  and  policymakers.  HB  90 
also  directed  that  CPERS  develop  recommendations  which  provide  for: 

♦  increased  portability  of  contributions 

♦  increased  flexibility  to  allow  plan  members  a  choice  in 

-  selecting  contribution  amounts 

-  directing  investments  and 

-  selecting  the  form  of  benefit  payouts  and 

♦  a  specified  benefit  in  retirement. 

The  CPERS  committee  engaged,  through  public  bid,  Actuarial  Sciences  Associates  to 
assist  it  with  its  tasks  and  provide  three  sets  of  options  for  modifying  or  replacing  PERS 
and  its  supplemental  457  and  403(b)  plans  (Report  #1).  After  design  alternatives  are 
discussed,  cost  and  benefit  analyses  for  members  and  the  plan  (Report  #2)  and 
implementation  and  education  plans  (Report  #3)  will  be  considered. 

This  executive  summary  sketches  the  findings  of  Report  #1.  Report  #1  is  divided  into 
three  additional  sections: 

♦  Process  Summary  and  Focus  Group  Results 

♦  Assessment  of  Current  System;  and 

♦  Design  Alternatives  and  Stakeholder  Critiques. 

Because  focus  group  discussions  (as  well  as  teleconference  meetings)  were  the  primary 
mechanism  used  to  assess  participant  interests,  much  of  the  material  relevant  to  the 
assessment  of  the  current  system  is  included  in  this  section. 

Process  Summary  and  Focus  Group  Results 

ASA  conducted  12  focus  groups  in  ten  locations  with  employees  covered  by  PERS. 
These  focus  groups  were  designed  to  elicit  and  assess  employees'  goals  and  needs  with 
respect  to  retirement  benefits  from  PERS.  ASA  also  conducted  6  employer  focus  groups 
with  representatives  from  state  government  and  participating  counties,  cities,  school 
districts,  other  agencies  and  university  employers  to  assess  the  relevant  characteristics, 
goals,  and  fiscal  situations  of  the  different  participating  public  employer  groups.  In 


1 


addition,  ASA  met  with  the  Public  Employees'  Retirement  Board,  representatives  of 
employee  organizations  and  the  Montana  CPERS  to  explore  expectations  of  various 
parties  from  PERS.  Focus  group  sites  were  determined  based  on  geographic  regions 
covering  both  the  eastern  and  western  parts  of  the  state.  Invitations  to  attend  focus 
groups  were  mailed  directly  to  randomly  selected  members  chosen  to  represent  a  cross 
section  of  PERS  membership  based  on  age,  sex,  salary,  service  and  type  of  employer. 

The  primary  objective  of  the  focus  groups  was  to  determine  the  needs  and  goals  of  the 
various  participant  groups  with  respect  to  retirement  benefits  fi-om  PERS.  In  addition, 
certain  other  data  was  gathered  on  access  and  utilization  of  deferred  compensation  and 
other  retirement  savings  opportunities,  preferred  means  of  receiving  information  about 
the  plan,  administrative  issues  with  respect  to  the  plans  and  other  items  which  might  best 
be  addressed  in  the  context  of  a  new  plan  design. 

Key  Findings 

The  employee  and  employer  focus  groups  represented  a  significant  undertaking  by 
CPERS.  Focus  group  invitations  were  sent  to  about  3%  of  the  total  PERS  active 
population.  About  1%  of  all  members  attended  a  focus  group.  Nevertheless,  care  must 
be  used  in  generalizing  the  results  of  the  focus  groups  and  surveys  to  the  entire  employee 
population.  In  particular  the  results  of  the  employee  focus  groups  are  likely  more 
indicative  of  older  employee  attitudes.  To  gain  insight  into  likely  attitudes  of  younger 
employees  it  is  important  to  examine  the  charts  which  show  responses  by  age  and  service 
categories,  and  to  compare  employer  responses  about  goals  of  the  general  employee 
population  with  the  employee  responses. 


The  most  common  items  brought  up  in  the  discussions  were  as  follows: 


Issue 

Employee  Ranking 

Employer  Ranking 

(by  percentage  of 

(by  percentage  of 

employees  raising 

employers  raising 

issue) 

issue) 

Do  not  change  the  current  system 

1 

1 

Add  self-directed  options  to  the  program 

3 

2 

Provide  earlier  retirement  (25  years) 

4 

3 

Add  choices  and  flexibility  to  the  system 

2 

4 

Mandatory  savings  feature  of  the  program  is 

12 

5 

important 

Additional  portability  of  service 

5 

10 

Employees  had  widespread  concern  over  the  issue  of  any  changes  to  the  system.  In 
contrast,  while  employers  also  raised  the  issue  it  did  not  dominate  discussions  in  the  same 
manner  as  in  the  employee  sessions.  In  particular,  employees  attending  the  focus  groups 
expressed  overwhelming  concern  that  changes  to  the  system  will  affect  them  adversely; 
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many  do  not  want  to  see  the  current  benefit  program  endangered  in  any  way  in  order  to 
provide  additional  flexibility  to  new  and  future  members. 

Using  the  surveys  that  were  distributed  at  the  meetings,  we  are  able  to  view  differences  in 
employee  attitudes  by  various  demographic  characteristics.  Key  indicators  appear  to  be 
service  and  type  of  employer.  Shorter-service  employees  show  relatively  greater  interest 
in  portability  of  benefits  and  ability  to  direct  investments  than  other  employees.  While 
still  interested,  shorter-service  employees  are  relatively  less  concerned  with  automatic 
benefit  increases  and  guaranteed  levels  of  benefits. 

Employers  attending  the  focus  groups  represented  city,  county,  state  central  payroll,  other 
agencies,  school  districts  and  universities.  The  following  distinguishing  features  of  the 
different  employer  types  were  clear: 

•  School  district  and  university  employers  have  a  very  different  perspective  on  PERS 
than  other  employers.  This  is  in  large  part  because  the  majority  of  the  professional 
staff  of  these  employers  are  covered  by  other  plans.  Part-time  issues  were  of 
particular  importance  to  this  group,  including  the  complexity  of  administering  catch- 
up provisions  for  part  time  employees  entering  the  plan. 

•  School  district,  university,  city  and  county  employers  appeared  to  face  a  fairly  stable 
employment  picture,  but  state  and  local  agency  employers  were  much  more 
concerned  with  changes  in  employment  skills  or  in  the  size  of  the  workforce  needed. 
Portability  was  a  significant  concern  for  agencies,  state  and  university  employers. 
Few  employers  believe  that  the  particular  design  of  the  pension  plan  is  a  significant 
factor  in  employee  recruitment  (more  important  is  that  a  plan  exists),  but  many 
employers  find  the  plan  useful  in  retention. 

•  Local  employers  do  not  see  any  room  in  budgets  to  bear  any  increased  costs  that 
could  occur  with  a  plan  change. 

•  Most  employers  would  like  to  see  similarity  between  plans  that  cover  different  types 
of  workers.  In  particular,  differences  between  PERS  and  the  Teachers  Retirement 
System  were  commented  on. 

•  Employers  see  significant  value  in  adding  investment  direction  and  control  to  the 
plan,  and  in  giving,  increased  ability  to  transfer  service  credit  between  PERS  and  other 
employers,  while  viewing  the  guarantee  features  of  the  plan  as  much  less  significant 
than  did  employee  respondents. 
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Assessment 


The  Assessment  section  largely  references  Focus  Group  results  for  employees  and 
employers.  These  results  identify  points  of  satisfaction  and  dissatisfaction  with  the 
current  PERS  structure  as  well  as  general  issues  of  employment  and  public  policy. 

In  addition,  the  Assessment  section  identifies  stated  purposes  and  goals  of  the  PERS 
system  by  the  system's  Board  of  Trustees.  The  Board  of  Trustees  describes  the  basic 
purpose  of  the  retirement  system  as  one  which  is  to  provide  a  secure  and  predictable 
component  and  foundation  level  of  income  for  retired  members.  To  facilitate  this  purpose 
and  protect  the  interests  of  plan  participants,  Constitutional  provisions  concerning 
actuarial  soundness  of  the  fund,  handling  of  the  assets  and  conduct  of  its  fiduciaries  have 
been  established. 

The  Board  has  expressed  interest  and  support  for  processes  which  gather  information  on 
plan  participant  goals  and  interests,  but  reserves  comment  on  general  design  and  funding 
issues  involving  public  policy  issues.  Evaluation  of  specific  legislative  proposals  are 
guided  by  policy  papers  which  emphasize  the  need  for  sufficiency  of  benefits,  actuarial 
soundness,  benefit  security  and  equity  of  benefit  distribution  among  members.  Other 
board  concerns  are  listed. 

Legislative  sentiments  have  been  gleaned  from  representative  comments  made  in  CPERS 
meetings.  A  broad  range  of  policy  concerns  reflects  the  Legislature's  role  as  plan  sponsor. 
Legislative  and  budget  responsibilities  combine  to  give  the  Legislature  plan  design 
review  obligations.  Public  policy  concerns  are  listed,  many  of  which  reflect  mutually 
exclusive  perspectives  which  is  to  be  expected  in  a  democratically  constituted  body. 

Plan  Design  Alternatives 

Three  plan  design  alternatives  are  suggested  for  consideration  in  this  section,  along  with  a 
recommended  plan.  The  recommended  plan  is  a  combination  of  two  alternatives  which 
were  set  forth  to  prompt  discussion  and  honor  the  intent  and  specific  requirements  of  the 
RFP.  The  section  describes  these  plans  and  includes  additional  material  which  sets  forth 
stakeholder  interests  (employer  and  employee)  in  these  plans.  All  plans  assume  that 
Montana  will  use  prudent  investor  standards  for  managing  assets  and  that  the  state's  457 
.plan  will  be  made  available  to  all  eligible  public  employees.  The  plans  were  designed 
with  a  general  assumption  of  cost  neutrality,  including  the  payment  of  existing,  unfunded 
liabilities. 

The  first  plan  described  is  a  "50/50  Plan"  which  is  a  hybrid  defined  benefit  and  defined 
contribution  plan.  It  would  allow  self-directed  investrhent  for  about  half  of  the  plan 
contributions.  An  alternative  within  this  option  allows  for  the  selection  of  employee 
contribution  levels.  Other  key  features  include  loans  and  a  mechanism  to  allow  state 
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health  benefit  plan  premiums  to  be  paid  through  the  retirement  plan  through  employee 
payments  and  use  of  unused  leave  time. 

The  second  plan  is  a  "floor  offset"  plan  which  allows  most  contributions  to  be  made 
available  for  self-directed  investment.  A  floor  guarantee  would  be  established  which, 
together  with  allocations  for  certain  other  costs,  would  somewhat  reduce  the  amount 
available  for  employee  investment.  Should  investment  account  balances  fall  below  the 
floor,  the  plan  would  guarantee  a  minimum  benefit.  Immediate  vesting,  maximization  of 
investment  opportunities  coupled  with  a  safety  net  as  well  as  full  portability  are  key  plan 
features. 

The  third  option  is  a  split  plan  which  would  allow  a  one-time  choice  between  a  slightly 
modified  PERS  and  a  new,  100%  defined  contribution  plan.  Employees  choosing  the 
defined  contribution  plan  would  invest  freely  within  a  state-approved  structure  for 
investment  and  enjoy  maximum  flexibility  of  contribution  levels,  investment  options, 
retirement  payouts  and  portability.  Purchases  of  specified  benefits  (annuities)  in 
retirement  from  the  PERS  would  be  allowed. 

Employees  choosing  the  modified  PERS  would  find  the  basic,  defined  benefit  structure 
with  which  they  are  now  familiar.  Local  employers  would  have  access  to  the  State  457 
Plan.  Plan  modifications  include  an  available  lump  sum  retirement  option  of  25%  and 
reduced  pension  accruals  in  favor  of  pre-paid,  pre-tax  health  benefit  premiums.  Also 
included  is  a  conversion  mechanism  for  unused  leave  time  for  use  in  paying  health 
premiums. 

ASA's  recommendation  is  to  continue  studying  plan  development  by  using  the  split  plan 
described  as  the  third  option  above  but  substituting  the  50/50  hybrid  plan  for  the  100% 
defined  contribution  option.  This  would  mean  that  existing  PERS  employees  could  stay 
with  the  existing  PERS,  choose  the  new  modified  PERS  or  select  participation  in  the 
hybrid  plan.  New  employees  would  choose  between  the  hybrid  plan  and  the  modified 
PERS. 
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EXECUTIVE  SUMMARY 


Introduction  and  Background 

ASA  conducted  12  focus  groups  in  ten  locations  with  employees  covered  by  the  Public 
Employees'  Retirement  System  (PERS).  These  focus  groups  were  designed  to  elicit  and  assess 
employees'  goals  and  needs  with  respect  to  retirement  benefits  from  PERS.  ASA  also  conducted 
6  employer  focus  groups  with  representatives  from  state  government  and  participating  counties, 
cities,  school  districts,  other  agencies  and  university  employers  to  assess  the  relevant 
characteristics,  goals,  and  fiscal  situations  of  the  different  participating  public  employer  groups. 
In  addition,  ASA  met  with  the  Public  Employees'  Retirement  Board,  representatives  of 
employee  organizations  and  the  Montana  CPERS  to  explore  expectations  of  various  parties  from 
PERS  and  for  this  study. 

Focus  group  sites  were  determined  based  on  geographic  regions  covering  both  the  eastern  and 
western  parts  of  the  state.  Consideration  was  also  given  to  covering  urban  as  well  as  rural  areas. 
Once  the  sites  were  determined,  employees  whose  work  locations  were  within  two  hour's  drive 
of  the  site  were  randomly  selected  to  participate  in  the  focus  group.  Invitations  were  mailed 
directly  to  randomly  selected  invitees  chosen  to  represent  a  cross  section  of  PERS  membership 
based  on  age,  sex,  years  of  service  and  type  of  employer. 

Focus  Group  Goals  And  Objectives 

The  primary  goal  of  the  focus  groups  was  to  determine  the  needs  and  goals  of  the  various 
participant  groups  with  respect  to  retirement  benefits  from  PERS.  In  addition,  certain  other  data 
was  gathered  on  access  to  and  utilization  of  deferred  compensation  and  other  retirement  savings 
opportunities,  preferred  means  of  receiving  information  about  the  plan,  administrative  issues 
with  respect  to  the  plans  and  other  items  which  might  best  be  addressed  in  the  context  of  a  new 
plan  design. 

At  each  focus  group,  participants  were  asked  to  spend  90  minutes  discussing  the  issues  and  were 
also  requested  to  fill  out  surveys  at  the  end  of  the  session.  The  discussions  were  facilitated  using 
a  common  rough  script  at  each  session.  Employee  focus  groups  and  surveys  were  structured  to 
gather  information  on  the  following  categories: 

expected  retirement  age; 
marital  status; 

if  married,  whether  spouse  will  have  retirement  income  from  own  earnings; 
if  married,  whether  spouse  is  covered  by  Social  Security; 

importance  of  having  the  opportunity  to  select  investments  (and  bear  the  associated 
investment  risk); 

importance  of  guaranteed  level  of  retirement  benefit; 
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importance  of  benefit  portability; 

•  understanding  of  financial  markets  and  comfort  with  making  investment  decisions 
which  will  affect  the  amount  of  retirement  income; 

•  whether  the  employee  participates  in  a  Internal  Revenue  Code  §457  or  §403 (b)  plan 
in  addition  to  PERS; 

•  desired  retirement  payment  options  including  life  annuity,  joint  life  annuity,  and 
single  lump  sum. 

Employer  focus  group  featured  a  similar  session  format  and  survey,  structured  to  gather 
information  on  the  following  categories: 

•  fiscal  constraints  with  respect  to  fimding  retirement  benefits; 

•  importance  of  retirement  benefits  in  attracting  and  retaining  employees; 

•  types  and  levels  of  retirement  benefits,  if  any,  which  would  help  attract  and  retain 
employees; 

•  administrative  burden  of  current  retirement  system; 

•  administrative  changes  which  would  reduce  the  administrative  burden; 

•  additional  responsibilities  the  employer  is  willing  to  accept  in  order  to  make 
retirement  benefits  more  attractive  to  employees  and  to  help  employees  meet 
retirement  goals. 

Based  on  the  information  we  gathered  from  the  employee  and  employer  focus  groups,  we  were 
able  to  link  responses  between  the  participant  census  and  focus  group  data  to  establish  a 
demographic  profile  of  responses  for  PERS  as  a  system  and  for  the  employer  groups  which 
participate  in  PERS.  We  believe  that  this  assessment  will  be  useful  in  considering  how  options 
for  change  to  PERS  satisfy  competing  interests  and  objectives. 

Key  Findings 

The  employee  and  employer  focus  groups  represented  a  significant  undertaking  by  CPERS. 
Focus  group  invitations  were  sent  to  about  3%  of  the  total  PERS  active  population.  About  1%  of 
all  members  attended  a  focus  group.  Nevertheless,  care  must  be  used  in  generalizing  the  results 
of  the  focus  groups  and  surveys  to  the  entire  employee  population. 

Invitations  to  the  focus  groups  were  issued  using  a  random  selection  process  which  attempted  to 
ensure  that  important  demographic  groups  were  represented  in  each  focus  group.  Employers 
were  encouraged  by  the  State  Administration  to  allow  employees  paid  time  off  to  attend  the 
focus  groups.  However,  attendance  was  voluntary  and  so  it  should  be  noted  that  those  attending 
were  likely  to  be  those  most  interested  in  the  topic  of  changes  to  PERS.  About  a  quarter  of  those 
invited  attended  the  focus  groups.  Significantly,  attendance  by  younger  employees  was  very 
light.  Finally,  in  certain  of  the  focus  groups,  there  were  a  number  of  uninvited  attendees.  Where 
these  individuals  could  be  identified,  they  appeared  to  be  among  the  strongest  proponents  of 
maintaining  the  system  without  change.  Thus,  rather  than  viewing  the  results  of  the  focus  groups 
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as  representative  of  the  entire  population,  it  is  perhaps  more  accurate  to  characterize  these  results 
as  representative  of  employees  that  are  more  than  usually  interested  in  the  PERS  system;  for 
purposes  of  understanding  the  entire  population,  it  is  important  to  see  how  responses  change  as 
age  decreases. 

In  the  focus  group  discussions,  certain  issues  resonated  strongly.  The  most  common  issue  raised 
directly  by  employees  was  concern  over  changes  to  the  system.  Particularly  in  the  employee 
focus  groups,  employees  repeatedly  questioned  whether  undesirable  changes  would  be  imposed 
on  all  employees.  Even  if  the  changes  were  elective  and  all  current  employees  were  given  the 
option  to  stay  in  the  current  plan,  there  was  concern  that  employees  electing  the  new  program  not 
weaken  the  solvency  of  PERS.  While  this  concern  also  appeared  in  the  employer  focus  groups,  it 
was  by  no  means  as  dominant  as  in  the  employee  groups. 


The  most  common  items  brought  up  in  the  discussions  were  as  follows: 


Employee  Ranking 

Employer  Ranking 

(by  percentage  of 

(by  percentage  of 

Issue 

employees  raising) 

employers  raising) 

Do  not  change  the  current  system 

1 

1 

Add  self-directed  options  to  the  program 

3 

2 

Provide  earlier  retirement  (25  years) 

4 

3 

Add  choices  and  flexibility  to  the  system 

2 

4 

Mandatory  savings  feature  of  the  program  is 

12 

5 

important 

Additional  portability  of  service 

5 

10 

Of  particular  importance  is  the  wide  margin  by  which  employees  raised  the  concern  over  changes 
to  the  system.  43%  of  employees  spoke  on  the  issue  in  comments  at  the  meetings,  compared 
with  13%  speaking  out  on  adding  choices  and  flexibility  to  the  system.  In  contrast,  while  35%  of 
employers  spoke  on  the  importance  of  avoiding  change,  32%  also  spoke  about  adding  self- 
directed  options  to  the  program.  Thus,  employees  attending  the  focus  groups  were  very 
concerned  that  changes  to  the  system  will  affect  them  adversely;  this  concern  was  overriding  for 
many  employees,  even  though  the  focus  group  and  script  were  targeted  on  discussion  of  change 
rather  than  on  the  status  quo. 

Using  the  surveys  that  were  handed  out  at  the  meetings,  we  are  able  to  review  differences  in 
employee  attitudes  by  various  demographic  characteristics  including: 

•  age 

•  service 

•  sex 

•  salary  level 

•  type  of  employer 
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Of  these,  the  key  indicators  appear  to  be  service  and  employer.  This  is  borne  out  by  the 
experience  of  the  focus  group  facilitators;  in  the  focus  groups,  concerns  regarding  PERS  were 
typically  similar  among  employees  of  similar  employers  or  among  employees  with  similar 
service.  Shorter  service  employees  show  relatively  greater  interest  than  other  employees  in 
portability  of  benefits  and  ability  to  direct  investments.  They  are  relatively  less  concerned  with 
automatic  benefit  increases  and  guaranteed  levels  of  benefits. 

Employers  attending  the  focus  groups  represented  city,  county,  state  central  payroll,  other 
agencies,  school  districts  and  universities.  Invitations  were  sent  to  the  employer  with  a  request 
that  they  send  individuals  that  were  familiar  with  the  fiscal  and  budgetary  side  of  the  entity  and 
with  the  benefits  function.  Most  attendees  were  also  long-term  participants  in  the  PERS  and, 
from  the  responses  to  the  discussion  items,  may  have  had  some  difficulty  in  separating  employer 
and  participant  roles  in  evaluating  changes  to  the  plans.  While  many  employers  listed  similar 
personnel  and  other  issues,  the  following  distinguishing  featxires  of  the  different  employer  types 
were  clear: 

•  School  district  and  university  employers  have  a  very  different  perspective  on  PERS  than 
other  employers.  This  is  in  large  part  because  the  majority  of  the  professional  staff  of  these 
employers  are  covered  by  other  plans.  Part-time  issues  were  of  particular  importance  to  this 
group,  including  the  complexity  of  administering  catch-up  provisions  for  part  time 
employees  entering  the  plan. 

•  School  district,  university,  city  and  county  employers  appeared  to  face  a  fairly  stable 
employment  picture,  but  state  and  local  agency  employers  were  much  more  concerned  with 
changes  in  employment  skills  or  in  the  size  of  the  workforce  needed.  Portability  was  a 
significant  concern  for  agencies,  state  and  university  employers.  Few  employers  believe  that 
the  particular  design  of  the  pension  plan  is  a  significant  factor  in  employee  recruitment  (more 
important  is  that  a  plan  exists),  but  many  employers  find  the  plan  useftil  in  retention. 

•  Local  employers  do  not  see  any  room  in  budgets  to  bear  any  increased  costs  that  could  occur 
with  a  plan  change. 

•  Most  employers  would  like  to  see  similarity  between  plans  that  cover  different  types  of 
workers.  In  particular,  differences  between  PERS  and  the  Teachers  Retirement  System  were 
commented  on. 

•  Employers  see  significant  value  in  adding  investment  direction  and  control  to  the  plan,  and  in 
giving  increased  ability  to  transfer  service  credit  between  PERS  and  other  employers,  while 
viewing  the  guarantee  features  of  the  plan  as  rnuch  less  significant  than  did  employee 
respondents. 

The  following  sections  provide  a  more  detailed  analysis  of  issues  raised  at  the  focus  sections, 
analyze  the  survey  filled  out  by  employees  and  by  employers  and  finally  provide  copies  of  the 
rough  script  used  to  coordinate  the  focus  groups  and  copies  of  the  surveys. 


EMPLOYEE/EMPLOYER  FOCUS  GROUP  DISCUSSIONS  "| 


Introduction  and  Background 

The  employee  and  employer  focus  group  discussions  were  designed  to  solicit  employee  and 
employer  input  on  the  current  PERS  plan  and  to  determine  what  changes  CPERS  should 
recommend. 

The  facilitators  at  each  focus  group  lead  the  discussions  by  asking  the  attendees  a  set  of  questions 
relating  to  the  current  and  potential  future  plan  features  (a  copy  of  these  questions  is  located  in 
the  appendix  of  this  document).  In  most  cases,  the  invitees  were  open  about  their  comments.  In 
a  few  cases  where  the  invitees  were  not  responding  to  the  questions,  the  facilitators  prompted 
each  individual  for  their  comments.  From  the  responses  to  these  questions,  we  were  able  to 
determine  the  plan  features  that  the  employees  and  employers  were  most  interested  in  or  for 
which  they  showed  the  most  concern. 
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Issues  Raised  by  Employees  in  Focus  Group  Discussions 


Response 

Kalispell 

IVtissoiild 

Butte 

Helen!) 

Rn7Pm  it  n 

UU^V  III  <l  II 

vjicdi  r  alia 

Rill  1  ncTc 

Hflvre 

V  J  IdSgUW 

Criendive 

1  otai 

J  /o 

Z  /O 

TO/, 
J  /o 

U.4  /o 

AO/ 
H  /o 

070 

AO/ 

1  AO/ 

00/ 

3% 

43% 

A rlH  phnirpQ      flf^vihilitv  tn  tlip  cvQtf»m 

yj.o  /o 

Z  /O 

00/, 
Z  /o 

J  /o 

Z/o 

1 0/ 
1% 

A  00/ 

0.6% 

0.4% 

13% 

Add  self-directed  options  to  the  system 

1% 

2% 

2% 

0.4% 

0.4% 

5% 

0.8% 

0.8% 

13% 

Provide  earlier  retirement  (25  years) 

0.8% 

2% 

2% 

2% 

2% 

3% 

0.8% 

- 

12% 

Add  Portabiiitv 

0  8% 

V.  o  /o 

0  4% 

V/.'T  /U 

90/. 

• 

u.o  /o 

J  /o 

r\  AO/ 

\)M  /O 

U.4% 

1  f\a/ 

A(1H  nortahilitv  of  eninlovpr  mnnips 

1  /O 

W.H  /O 

u.o  /o 

U.H  /o 

'70/ 

/yo 

V  /o 

Want  better  CO!  A 

1% 

1  /o 

1  /o 

fl  4% 
U.H  /O 

J  /o 

1  /o 

V.H  /O 

no/ 

7% 

Increase  return  on  investment 

0.8% 

0.4% 

0.8% 

0.8% 

0.4% 



2% 



0.8% 

__ 

6% 

Allow  variable  %  contribution  to  PERS 

0.4% 

2% 

2% 

- 

2% 

6% 

fintiftii  tr»  pfintriniifp  morp       of*t  hptt**r  Kpnpfilc 

\-/LJllLlll  l\J  V'Ullll  lUUlC  IllWlC  oc  t^wl  UCllCl  UCllvlll^ 

U.T  /O 

U.H  /O 

n  40/i 

1  /o 

10/ 

n  00/ 
U.oyo 

6% 

Need  better  retiree  health  benefits  ^nre-tax^ 

1% 

0.4% 

1% 

n  8% 

U.H  /O 

n  Ro/ 

u.o  /o 

^0/ 
J  /  0 

N4anrifitnrv  savinps  is  imnortant 

0  8% 

* 

u.o  /o 

z  /o 

n  Ro/ 
u.oyo 

/ID/ 

Need  more  investing  education 

0.4% 

1% 

— 

— 

0.4% 

0.4% 



1% 

3% 

Want  access  to  deferred  compensation 

0.4% 

— 

0.4% 

— 

0.4% 

0.8% 

0.8% 

- 

3% 

Retter  niirchase  rate  for  service 

0  8% 

n  40/ 

U.'t  /O 

n  Ro/ 

u.o  /o 

u.o  /o 

00/ 

J  /o 

Want  sick  leave  annlieH  tn  retirpment  benefit  ralnilatinn 

0.4% 

1% 

L/.H  /O 

u.o  /o 

70/. 

Phant'c  vestint^  schedule 

\  ^iiuiic^w  w\tj\m^  jviiwuuiv 

0.4% 

0.8% 

fl  4% 

VJ.*T  /O 

U.H  /O 

L  /O 

Retirees  should  be  given  same  options  as  employees 

0.4% 

0.8% 

0.4% 

0.4% 

2% 

Administration  costs  are  too  high 

0.4% 

0.8% 

0.4% 

2% 

Want  identical  retirement  plans  with  other  systems 

0.4% 

0.4% 

0.4% 

1% 

2% 

Current  pension  schedule  is  o.k. 

0.4% 

0.4% 

0.4% 

1% 

Pre-tax  contributions  are  important 

0.4% 

0.8% 

1% 

Part  time  work  rules  are  a  problem 

0.4% 

0.4% 

Ability  to  opt  out  of  PERS  for  first  few  years  of 

employment 

0.4% 

0.4% 

0.8% 

Note:   Detailed  figures  may  not  add  to  totals  shown  due  to  rounding. 

All  percentages  shown  as  a  percent  of  the  total  of  258  attendees 
*        People  in  these  groups  responded  negatively  to  Mandatory  Savings. 
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Issues  Raised  by  Employers  in  Focus  Groups 


Response 


Do  not  cliange  the  system 
Add  self-directed  options  to  the  program 
Provide  earlier  retirement  (25  years) 
Add  choices  &  flexibility  to  the  system 
Mandatory  savings  is  important 

Option  to  contribute  more  and  get  better  benefits 
Retirees  should  be  given  same  options  as  employees 
Need  more  investing  education 
Want  better  COLA 
Add  portability 

Need  better  retiree  health  benefits  (pre-tax) 
Add  portability  of  employer  monies 
Want  identical  retirement  plans  with  other  systems 
Ability  to  opt  out  of  PERS  for  first  few  years 
of  employment 

Allow  variable  %  contributions  to  PERS 

Current  pension  vesting  schedule  is  o.k. 

Increase  return  on  investment 

Want  access  to  deferred  compensation 

Better  purchase  rate 

Part  time  work  rules  are  a  problem 

Want  sick  leave  applied  to  retiremeiit  benefit  calculation 
Administration  costs  are  top  high 
Change  vesting  schedule 


Missoula 

Butte 

Helena 
(1) 

Helena 
(2) 

Billings 

Glendive 

Total 

5% 
2% 
8% 
11% 
2% 

15% 
1% 
13% 
12% 
14% 

2% 

8% 
2% 
4% 

2% 
11% 

2% 

4% 
3% 

1% 

6% 
15% 

35% 
32% 
29% 
28% 
20% 

2% 
4% 
1% 

14% 
1% 

12% 
2% 
3% 

1  Z  /O 

3% 

3% 
1% 
3% 

1% 
1% 
2% 

3% 

2% 
2% 

18% 
17% 
15% 
13% 
11% 

J  /o 
- 

1% 
- 

4% 
2% 

~  ~ 

1% 
1% 

- 

1% 
2% 

3% 
2% 

2% 
3% 

3% 
4% 

9% 
8% 
8% 

6% 
6% 

2% 
3% 

J  /o 

1% 

2% 
2% 
1% 

5% 
5% 
4% 

1% 

2% 

1% 

2% 

3% 
3% 

2% 
1% 

1% 

1% 

2% 
2% 
1% 

Note:  Detailed  figures  may  not  add  to  totals  shown  due  to  rounding. 

All  percentages  shown  as  a  percentage  of  the  total  of  93  attendees. 
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ANALYSIS  OF  THi  ^.MPLOYEE  BENEFITS  SURVEY 


Background  Information 

Participants  in  each  of  the  employee  and  empiover  focus  groups  were  asked  to  take  a  few 
minutes  to  complete  a  survey  on  retirement  saving-  and  desired  benefit  options  (a  copy  of  this 
survey  is  located  in  the  appendix  of  this  document),  ^he  purpose  of  the  survey  was  to  obtain 
information  on  the  employees'  retirement  plans,  currc.  savings  for  retirement  and  to  obtain 
employee  and  employer  opinions  about  those  benefit  featur.  ■  they  value  most.  • 

Analysis  of  Employee  Survey  Results 

Survey  responses  were  tabulated  and  averaged  for  each  of  the  empIoy  .^e  focus  groups.  A  total  of 
746  employees  covered  by  PERS  were  invited  to  participate  in  the  employee  focus  groups.  Of 
those  invited,  201  attended  the  focus  groups  and  an  additional  57  employees  attended  who  were 
not  initially  invited  in  the  selection  process.  A  total  of  243  surveys  were  completed  by  the 
employees. 

The  employees  were  asked  in  the  survey  to  provide  their  social  security  number.  Using  their 
social  security  numbers,  we  were  able  to  do  a  match  against  participant  census  data  to  match 
information  provided  in  the  survey  to  demographic  characteristics  of  the  respondents  (e.g.,  age, 
sex,  salary).  The  employees  were  also  asked  to  allocate  percentages  of  their  retirement  income 
that  they  expect  to  receive  from  various  sources,  (i.e.  continued  employment,  spouse's  pension 
benefits,  Social  Security),  as  well  as  to  allocate  percentages  of  their  savings  invested  outside  of 
the  PERS  plan  in  various  investment  types  (i.e.  stocks,  bonds,  CD's).  In  addition,  the  employees 
were  asked  to  rank  from  1  to  8  the  current  benefit  features  and  possible  plan  changes  most 
important  to  them,  with  1  representing  the  most  important  feature  and  8  the  least  important. 

The  following  charts  summarize  attendance  at  the  sessions  and  some  of  the  demographic 
characteristics  of  attendees. 
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Participation  by  Location 


Invitees 

Invitee  Participation 

Total  Number 

Total  Surveys 

Location 

Invited 

Attended 

Percentage 

of  Attendees 

Completed 

Billings 

118 

14 

12% 

19 

19 

Bozeman 

68 

28 

41% 

33 

33 

Butte 

61 

14 

23% 

17 

17 

Glasgow 

60 

12 

20% 

21 

17 

Glendive 

60 

15 

25% 

18 

17 

Great  Falls 

59 

14 

24% 

16 

16 

Havre 

59 

11 

19% 

25 

21 

Helena 

139 

51 

37% 

56 

52 

Kalispell 

62 

24 

39% 

29 

27 

Missoula 

60 

18 

30% 

24 

24 

Total 

746 

201 

27% 

258 

243 

Based  on  surveys  filled  out  by  attendees  and  counts  of  attendees  at  each  meeting. 
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Summary  of  Employee  Focus  Group  Attenaees 
Who  Responded  to  the  Survey 


Summary  of  Att  ^ndance  by  Age  and  Service 


Age 

Attendees 

Percent  of  Invited 

<  30  Years  Old 

0 

0% 

30  -  40  Years  Old 

43 

28% 

40  -  50  Years  Old 

89 

30% 

50  -  60  Years  Old 

53 

30% 

60+  Years  Old 

16 

22% 

Total 

201 

27% 

Service 

Attendees 

Percent  of  Invited 

<  5  Years  Service 

29 

16% 

5-10  Years  Service 

53 

25% 

10-15  Years  Service 

39 

28% 

15-20  Years  Service 

33 

34% 

20  -  25  Years  Service 

32 

39% 

25  -  30  Years  Service 

11 

48% 

30  +  Years  Service 

4 

27%  . 

Total 

201 

27% 
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Employee  Expected  Retirement  by  Age 


Current  Age 

Average  Expected  Age  of 
Retirement 

Percent  of  Income  Expected 
to  Need  at  Retirement 

<  30  Years  Old 

N/A 

N/A 

30  -  40  Years  Old 

57 

90% 

40  -  50  Years  Old 

59 

75% 

50  -  60  Years  Old 

60 

79% 

60+  Years  Old 

65 

77% 

Overall  Average 

60 

75% 
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Marital  Status 


Number 

Percent 

Number  of  those  responded  who  are 

married 

188  ' 

78% 

How  many  respondees  have  a  spousal 

114 

48% 

benefit 

Of  married,  percent  with  spousal  benefit 

114 

61% 
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Willingness  to  Contribute  More/Less  to  Retirement  Plan 


Number 
Yes    No    No  Response 

Percent  of  Total  Surveys 
Yes     No      No  Response 

Would  you  be  willing  to  have  a  smaller 
benefit  if  contributions  were  lower? 

Would  you  be  willing  to  have  larger 
contributions  if  benefits  were  higher? 

20     189  34 
207     22  14 

8%     78%  14% 
85%     9%  6%' 
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Investment  of  Savings 


Investment  Type 

Percentage  of  Savings  Invested 

Stocks 

28% 

Bonds 

9% 

Guaranteed  Income 

13% 

Money  Market 

22% 

Other 

28% 

Total  Responses 

176 

Investment  sources  listed  under  "Other"  included  real  estate.  401(k)  monies,  IRA's,  mutual  funds 
and  deferred  compensation. 

Those  responses  which  did  not  total  to  100%  were  adjusted  proportionately  to  sum  to  100%.  For 
example,  if  an  individual  responded  that  10%  of  his  investments  were  in  stocks,  10%  in  bonds, 
and  20%  in  other  outside  investments,  the  percentages  would  have  been  adjusted  to  show  that 
25%  of  the  investments  were  in  stocks,  25%  in  bonds,  and  50%  in  outside  investments. 
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Excluding  PERS  What  Percent  of  Your  Anticipated  Retirement  Income  Have 

You  Already  Saved? 


Current  Age 

Number  of  Responses 

Average  Percentage 
Already  Saved 

<  30  Years  Old 

0 

N/A 

30-40  Years  Old 

24 

10% 

40  -  50  Years  Old 

52 

15% 

50  -  60  Years  Old 

41 

28% 

60+  Years  Old 

10 

34% 
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Eligibility  to  Participate  in  a  Deferred  Compensation  Plan  by  Age 


Current  Age 

Number  Eligible  for  DC  Plan 
Yes        No      No  Response 

Percentage  Eligible  for  DC  Plan  by  Age 
Yes           No          No  Response 

<  30  Years  Old 

0 

0 

0 

0% 

0% 

0% 

30  -  40  Years  Old 

38 

4 

7 

78% 

8% 

14% 

40  -  50  Years  Old 

85 

7 

10 

83% 

7% 

10% 

50  -  60  Years  Old 

46 

10 

8 

72% 

16% 

12% 

60+  Years  Old 

13 

3 

3 

68% 

16% 

16% 

Total 

182 

24 

28 

78% 

10% 

12% 

Excludes  9  people  whose  date  of  birth  was  not  on  the  census  data  tape. 
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Percent  of  Pay  Contributed  to  Deferred  Compensation  Plan  each  Month 


Average  Contribution  Percentage 

Number 

Percentage 

0% 

65  . 

39% 

0%-2% 

14 

8% 

2%-4% 

28 

17% 

4%-6% 

19 

11% 

6%-8% 

13 

8% 

8%-10% 

11 

7% 

10%- 12% 

3 

2% 

12%- 14% 

3 

2% 

14%- 16% 

6 

3% 

>16% 

6 

3% 

Total  Responses 

168 

N/A 

The  Average  Contribution  Percentage  information  was  provided  in  a  number  of  forms  sucli  as 
monthly  contribution  amounts,  armual  contribution  amounts,  or  a  percentage  contribution.  A 
subjective  determination  was  made  to  convert  the  monthly  or  annual  contribution  amounts  into  a 
percentage  of  pay. 
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Benefit  Preferences 

The  following  graphs  show  the  relative  importance  of  different  plan  features  to  employees  based 
on  employee  responses  to  questions  that  asked  them  to  rank  the  importance  of  features  of  the 
current  plan  and  of  potential  plan  changes.  For  each  feature,  the  graph  shows  the  percentage  of 
survey  responses  that  listed  a  particular  feature  among  the  three  most  important  issues  (i.e.  the 
item  was  ranked  1,2,  or  3  in  importance  by  the  employee).  For  the  text  of  the  survey  see  the 
section  "Employee  Focus  Group  Questions  and  Benefits  Survey". 

The  results  of  these  preference  questions  are  then  displayed  with  respect  to  a  number  of  potential 
demographic  variables  of  interest.  The  first  set  of  graphs  shows  employee  responses  when  asked 
to  rank  features  of  the  current  plan  design.  The  first  graph  (A-1)  reviews  the  surveys  of  PERS 
members  that  were  invited  to  the  focus  groups  versus  those  that  were  not  on  the  original 
invitation  list.  While  the  non-invited  tend  to  focus  more  strongly  on  retirement  age  issues,  their 
responses  do  not  appear  to  significantly  skew  the  results.  Note  however,  that  individuals  that  are 
not  PERS  members  are  entirely  excluded  from  these  comparisons. 

The  graphs  show  clear  support  among  the  respondents  for  the  guarantee  features  of  the  current 
system:  the  guaranteed  level  of  benefits  and  the  automatic  benefit  increases.  Graph  A-2  shows 
the  guaranteed  level  of  benefits  is  particularly  important  to  female  survey  respondents.  Other 
than  the  importance  of  the  guarantee  feature,  male  and  female  respondents  assign  high  value  to 
similar  features  in  the  current  plan. 

Graph  A-3  displays  differences  by  type  of  employer.  In  reviewing  these  numbers,  it  is  important 
to  note  that  the  "Other  Agencies"  survey  results  are  based  on  only  6  responses,  so  undue 
emphasis  should  not  be  given  to  the  relative  magnitude  of  those  numbers  shown.  Of  interest  here 
is  the  much  greater  concern  by  university  employees  with  the  amount  of  employer  contribution 
and  a  relatively  greater  focus  on  early  retirement  benefits.  This  contrasts  with  a  greater  focus  on 
normal  retirement  benefits  among  the  school  district  employee  population. 

Graph  A-4  shows  differences  in  the  evaluation  of  current  plan  features  by  age  of  the  respondent. 
As  might  be  anticipated,  the  benefit  guarantees,  automatic  benefit  increases  and  benefit  at  normal 
retirement  (NRA)  increase  in  importance  as  employees  age.  This  and  the  following  graph  (which 
shows  results  by  employee  service  levels)  show  that  the  amount  of  the  employer  and  employee 
contribution  are  a  significant  concern  to  younger  and  shorter  service  employees,  but  of  less 
concern  as  the  employees  reach  the  middle  of  their  careers  with  the  system. 

Graphs  A-6  and  A-7  show  differences  in  results  by  salary  level  and  display  the  different  results 
by  focus  group  location. 
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Employee  Survey 
Ranking  the  Importance  of  Current  Plan  Features 

By  Invitation 


Other  Automatic  Guaranteed  Amount  of  Amount  of  Early  Ret  Benefit  at  Benefit 
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The  next  set  of  graphs  demonstrate  the  values  assigned  to  potential  plan  changes.  As  before,  the 
graphs  display  differences  by  invitation,  sex,  employer  type,  age,  service,  salary  and  location. 
Items  of  note  include: 

•  Respondents  continue  to  show  strong  support  for  the  guarantee  features  of  the  current 
system. 

•  Female  respondents  continue  to  be  more  concerned  than  male  respondents  with 
guaranteed  levels  of  benefits,  but  also  show  significant  interest  in  the  ability  to  direct 
the  investment  of  their  PERS  contributions. 

•  Ability  to  direct  investments  is  a  relatively  more  significant  issue  for  university, 
central  payroll  and  other  agency  employees  than  for  city  and  school  district 
employees.  Lump  sum  availability  is  relatively  more  important  to  university 
employees  than  to  other  types  of  employees. 

•  The  importance  of  portability,  investment  direction  and  lump  sum  availability  are  all 
much  more  significant  to  younger  respondents  than  to  older  ones.  Shorter  service 
employees  also  find  portability  and  investment  direction  more  important  than  longer 
service  employees.  The  importance  of  annual  benefit  increases  and  of  guaranteed 
levels  of  benefits  increases  significantly  with  age  and  with  service. 

In  evaluating  potential  changes  to  the  plan,  certain  participants  gave  high  priority  to  "'Other" 

changes.  Items  listed  as  other  included: 

•  25  Year  Retirement 

•  Cost  of  Living  Adjustment 

•  Retiree  Health  Benefits  (5  times) 

•  Higher  Percent  of  Rate  of  Return  but  not  High  Risk 

•  Less  Years  of  Service  for  Retirement 

•  Loan  Option 

•  Lower  Age  Requirement  for  Retirement  and  Increased  Contributions 

•  Lower  Retirement  Age,  20  Year  Plan 

•  Lower  Years  of  Service  Requirement 

•  Vesting  in  Employer  Contributions 

•  Availability  of  Deferred  Compensation 
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ANALYSIS  OF  THE  EMPLOYER  BENEFITS  SURVEY  | 


A  similar  process  was  used  to  invite  employer  representatives  to  the  focus  groups  and  to 
elicit  written  survey  priorities  as  well  as  focus  group  discussion.  However,  choosing  the 
appropriate  individuals  to  attend  the  session  was  left  to  the  discretion  of  the  employer, 
with  the  understanding  that  both  financial  and  benefits  perspectives  would  be  useftil  in 
evaluating  the  effects  of  the  PERS.  Between  one-third  and  all  of  the  employers  within 
reasonable  distance  of  the  focus  group  were  invited  to  the  sessions,  depending  on  the 
relative  number  of  employers  in  the  area.  However,  due  to  the  different  manner  in  which 
invitations  were  issues,  it  is  not  possible  to  track  whether  participants  were  invited  or  not 
from  the  survey  data.  However,  based  solely  on  the  discussion  in  the  focus  groups,  it  did 
not  appear  that  there  were  significant  numbers  of  uninvited  participants.  A  total  of  89 
surveys  were  completed  by  the  employer  representatives. 


Participants  by  Location 


Total  Number 

Total  Surveys 

Location 

of  Attendees 

Completed 

Billings 

13 

13 

Butte 

13 

12 

Glendive 

15 

15 

Helena 

11 

10 

Helena 

17 

17 

Missoula 

24 

22 

Total 

93 

89 

The  employers  were  asked  to  rank  the  current  and  proposed  plan  features  both  as  they 
perceived  the  importance  to  employees  and  also  in  terms  of  importance  to  them  in  their 
role  as  employers.  The  following  graphs  show  the  relative  importance  of  different  plan 
features  by  employer  type  and  by  focus  group  location.  For  each  feature,  the  graph  shows 
the  percentage  of  survey  responses  that  listed  the  feature  among  the  top  three  issues  of 
importance  (i.e.  the  item  was  ranked  1 ,2,  or  3  in  importance  by  the  employer).  For  the 
text  of  the  survey  see  the  section  "Employer  Focus  Group  Questions  and  Benefits 
Survey". 

In  interpreting  these  results  it  is  important  not  to  overweight  responses  from  university 
employers,  as  only  two  university  employers  filled  out  surveys. 

Items  of  note  in  the  surveys  include: 

•  Employers  thought  that  the  guaranteed  features  of  the  plan,  including  the 
automatic  benefit  increase,  were  much  less  important  to  the  employee  body  in 
general  than  did  the  employee  respondents.  Employers  felt  that  the  level  of 
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employer  and  employee  contributions  was  much  more  important  to  employees 
than  did  the  employee  respondents.  The  employer  ranking  of  issues  from  an 
employee  perspective  was  fairly  similar  to  that  of  younger  shorter  service 
employee  respondents. 

In  ranking  possible  plan  changes  from  the  perspective  of  their  employees, 
employers  tended  to  give  relatively  greater  importance  to  the  ability  to  transfer 
service,  to  direct  investments  and  to  take  benefits  as  a  lump  sum  than  did  the 
employee  respondents  to  the  survey. 

The  differences  by  focus  group  are  also  of  interest.  Of  particular  note  are  the 
two  Helena  focus  groups.  Of  these,  Helena  (1)  had  primarily  middle 
managers  of  state  employers,  while  Helena  (2)  was  comprised  largely  of 
senior  state  administrators  and  officials. 

In  ranking  the  importance  of  the  current  features  of  the  plan  to  the  employers 
in  their  employer  role,  the  guaranteed  level  of  benefit  assumes  somewhat 
greater  prominence  to  the  employers  than  it  did  in  their  evaluation  of 
employee  desires.  Most  significant,  however,  is  the  increase  in  the  importance 
of  the  amount  of  contribution,  when  measured  from  the  employer  perspective 
versus  the  employer's  version  of  the  employee  perspective. 
Finally,  for  purposes  of  attaining  human  resource  management  goals, 
employers  believe  that  granting  investment  direction  and  control  is  a  key 
feature  of  any  plan  change,  even  though  they  do  not  see  it  as  being  as 
significant  from  the  point  of  view  of  their  employees.  Similarly,  employers 
do  not  see  the  automatic  benefit  increases  as  ranking  among  the  top  three 
priorities  from  the  perspective  of  their  management  needs  in  a  plan  design, 
although  they  recognize  that  many  employees  find  it  to  be  an  important 
feature. 
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FACILITATOR'S  INTRODUCTORY  REMARKS 


Introductory  Remarks 

•  Introduce  facilitators 

•  House  Bill  90  passed  by  1997  Montana  Legislature  calling  for  CPERS  to  develop 
modification  or  replacement  of  PERS 

♦  existence  of  study  does  not  commit  the  Legislature  to  definitely  change  the  plan 

♦  changes  will  be  proposed  to  1999  Legislature  for  their  consideration 

•  ASA  hired  by  CPERS  to  help  design  a  modification  or  replacement  to  PERS 

•  CPERS  must  propose  a  plan  that  would  include 

♦  increased  portability  of  contributions 

♦  increased  flexibility  to  allow  plan  members  a  choice  in 

■  selecting,  from  group  of  set  amounts,  amount  of  the  member's 
contribution  to  PERS 

■  directing  investments  and 

■  selecting  form  of  benefit  payout 

♦  retirement  plan  component  that  will  provide  specified  benefit  in  retirement 

•  Purpose  of  focus  group  is  to  get  your  input  on  PERS  and  what  changes  you  think  CPERS 
should  recommend. 

•  We  understand  the  PERS  Board  is  also  interested  in  reviewing  the  results  of  the  focus 
groups  for  ideas  on  improving  service,  and  that  the  results  will  be  available  to  the 
legislature  to  assist  them  in  reviewing  the  CPERS  recommendations. 

•  Just  to  set  some  ground  rules,  we  are  not  involved  in  the  administration  of  the  current 
plan  and  will  not  be  providing  answers  to  quesfions  about  how  the  current  plan  works,  or 
with  respect  to  your  particular  benefit  situation.  The  PERS  Board  has  assembled  a  very 
helpful  and  competent  staff  that  can  answer  these  types  of  questions.  If  you  need  the 
telephone  number  for  the  PERD,  please  just  let  us  know  after  the  session. 

•  We  will  begin  with  brief  written  survey  &  then  have  group  discussion.  Please  do  not 
complete  the  back  of  the  survey  until  the  end  of  the  session. 

•  Total  duration  of  focus  group  will  be  90  minutes 

•  Please  complete  front  of  survey  now,  back  at  end  of  session. 


FOCUS  GROUP  QUESTIONS 


1.  What  do  you  like  about  the  current  PERS  plan?  What  would  you  like  to  see 
changed? 

a)       If  no  one  starts  the  discussion,  you  may  use  the  following  features  to 
prompt  discussion: 

i)  adequacy  of  benefits? 

ii)  retirement  eligibility? 

iii)  guaranteed  benefit? 

iv)  money  purchase  feature? 

v)  automatic  post-retirement  benefit  adjustment? 

2.  Now  we  would  like  to  take  a  few  minutes  to  discuss  some  of  the  current  and 
potential  features  of  the  plan  in  general  terms.  In  particular,  we  are  interested  in 
your  input  on  the  types  of  changes  that  are  contemplated  by  HB90.  Just  to  remind 
everyone  of  what  was  in  the  bill,  CPERS  must  propose  changes  that  would  allow 
for: 

a)  increased  portability  of  contributions 

b)  increased  flexibility  to  allow  plan  members  a  choice  in 

i)  selecting,  from  group  of  set  amounts,  amount  of  the  member's 
contribution  to  PERS 

ii)  directing  investments  and 

iii)  selecting  form  of  benefit  payout 

c)  a  retirement  plan  component  that  will  provide  a  specified  benefit  in 
retirement 

Let's  talk  first  about  portability. 

Portability  generally  refers  to  two  concepts. 

a)  How  much  or  little  value  an  employee  loses  when  changing  employers, 
and 

b)  the  ability  to  apply  the  value  of  the  old  plan  under  (or  convert  the  value 
into)  the  retirement  programs  of  the  new  employer  . 

For  instance,  under  the  current  PERS  plan,  if  you  change  employment  to  another 
PERS  employer,  generally  your  pension  benefit  will  go  with  you,  and  your 
benefits  will  be  calculated  as  if  you  had  stayed  with  one  employer  for  your  whole 
career  (but  based  on  the  pay  you  get  from  the  new  employer).  Thus  your  pension 
is  fully  portable  between  other  employers  that  are  members  of  PERS.  However, 
if,  for  instance,  you  leave  governmental  service  before  vesting,  the  money 
contributed  by  your  employer  stays  in  the  plan  and  you  receive  a  reftind  of  your 
contributions  with  interest. 
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In  defined  contribution  type  plans,  money  is  allocated  directly  to  each  participant. 
Portability  under  these  type  plans  usually  refers  to  how  much  of  the  employer- 
derived  benefit  is  vested,  and  whether  the  employee  can  take  the  account  to  a  new 
employer's  fund. 

In  defined  benefit  plans,  portability  often  revolves  around  the  ability  to  transfer 
credit  for  your  prior  years  of  service  to  a  new  employer.  Some  plans  do  this  by  a 
direct  transfer  of  credits  or  by  reciprocity  agreements;  others  by  allowing  a  lump 
sum  option  that  converts  the  existing  benefit  value  to  cash. 

There  are  cost  implications  for  expanded  portability.  If  the  plan  allows  all 
moneys  to  go  with  the  employee  when  the  employee  leaves  there  is  less  money 
left  for  those  who  retire,  thus  benefits  must  be  reduced  or  costs  to  fund  the  plan 
increased. 

We  would  like  to  get  your  input  and  reactions  to  the  trade-offs  between  portability 
and  affordability.  We  also  would  like  to  hear  from  you  how  important  it  is  to 
maintain  portability  between  PERS  employers  versus  between  non-PERS 
governmental  and  private  sector  employers. 

With  that  I'd  like  to  open  the  floor. . . . 

(Prompt  discussion  by  asking,  what  percentage  of  the  benefit  should  be  fully 
portable?,  after  how  many  years  of  service  should  the  fraction  of  the  benefit  that  is 
fully  portable  be  available?  how  much  extra  cost  would  they  be  willing  to  bear  to 
have  that  level  of  portability?) 

Next  we  would  like  to  discuss  the  ability  to  direct  the  investment  of  retirement 
moneys.  In  some  plans,  employees  and  retirees  are  allowed  to  allocate  retirement 
moneys  to  different  classes  of  investments.  Each  employee  and  retiree  can  choose 
a  different  mix  -  where  one  person  is  80%  in  the  stock  market  and  20%  in  bonds, 
while  another  person  might  choose  to  invest  50%  in  the  stock  market,  30%  in 
money  market  investments  and  the  rest  in  bonds. 

a)  How  much  flexibility  should  employees  and  retirees  have  to  invest 
retirement  money?  (E.g.,  what  percentage  of  the  money  should  they  be 
able  to  invest  and  both  bear  the  risks  of  underperformance  and  reap  the 
rewards  of  performance  better  than  anticipated?) 

b)  How  familiar  are  you  with  making  investments? 

c)  What  types  of  investments  should  be  allowed?  (Some  plans  allow 
employees  and  retirees  to  pick  specific  stocks  and  bonds) 

d)  How  many  types  of  asset  classes  should  employees  and  /or  retirees  have  to 
choose  from? 

e)  Should  refirees  have  different  choices  and  restrictions  than  active 
employees? 


4.  Now,  let's  talk  about  how  much  risk  employees  and  retirees  should  have?  If  the 
plan  were  structured  solely  to  base  benefits  on  your  individual  savings,  there  is  a 
risk  of  living  too  long  and  running  out  of  savings,  or  of  investing  poorly  or 
retiring  in  a  bad  market.  However,  employees  may  want  to  take  on  these  risks  in 
exchange  for  the  rewards  of  investing  well,  or  the  ability  to  build  an  estate.  Other 
risks  include  the  risk  of  inflation  eroding  pension  income.  What  are  the  risks  that 
you  are  most  concerned  with?  How  much  of  the  money  that  is  contributed  to 
PERS  should  be  used  to  protect  against  those  risks?  How  important  is  it  to  you  to 
have  a  guaranteed  retirement  benefit  that  does  not  depend  on  how  well  your 
investments  did? 

5.  Next  we  would  like  to  get  your  views  on  early  retirement  and  on  the  different 
types  of  pension  benefit  currently  available  or  that  you  would  like  to  see.  For 
instance,  what  plans  have  you  made  regarding  retirement,  at  what  age  do  you  plan 
to  retire?  Also,  should  any  new  plans  provide  for  the  ability  to  receive  the  benefit 
as  a  monthly  pension  payable  for  life?  As  a  lump  sum? 

6.  Given  all  of  the  above,  if  you  could  make  only  1  change  in  PERS,  what  would  it 
be? 

7.  Any  final  concerns?  Are  there  any  other  issues  you  would  like  to  bring  up? 


An 


BENEFITS  SURVEY 


PERS  Survey  for  Employee  Focus  Group  Participants 


Name- 


Employer  Name: 


Social  Security  Number: 

Date:  12/  191  Time:   :  am/pm 

How  well  do  you  understand  the  current  PERS  benefits? 

Please  rank  the  following  communication  methods  for 

  very  well 

information  about  PERS  benefits  and  possible  changes 
(1  is  the  method  you  like  best): 

  somewhat 

  PERS  newsletter 

  not  very  well 

  internet 

  not  at  all 

  video 

  meetings 

other  (specify) 

Please  provide  the  following  confidential  information  about  your  retirement  plans: 

Are  you  currently  married?        yes  no 

If  so,  is  your  spouse  covered  by  a  retirement  plan  at  work? 

 yes  no 

What  are  your  current  retirement  plans: 

Age  at  which  you  plan  to  retire 

What  percent  of  your  current  pay  do  you  expect  to  need  to  live  on  in  retirement?  % 

Roughly  what  percentage  of  your  retirement  income  do  you  expect  to  come  from  the  following  sources? 

%  Continued  employment 

%  Your  pension  from  PERS 

%  Spouse's  Pension  Benefits 

%  Social  Security 

%  Personal  Savings 

%  Other 

Excluding  PERS,  what  percent  of  your  anticipated  retirement  have  you  already  saved?  % 

Are  you  eligible  to  participate  in  a  deferred  compensation  plan?   yes   no 

If  so,  how  much  are  you  currently  contributing  to  the  plan  each  month? 

How  do  you  invest  your  savings  outside  the  PERS  plan? 

%  Stocks                   %  Guaranteed  Income 

%  Bonds                   %  Money  Market  or  Bank  CD's 

%  Other 
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Follow  Up  Survey  To  Be  Completed  At  End  Of  Session 


Please  rank  the  following  features  of  the  current  plan 
from  1  to  7,  with  1  representing  the  most  important 
feature  to  you; 

  benefit  levels 

  benefits  at  regular  (normal)  retirement 

  early  retirement  benefit 

  the  amount  of  my  contributions  to  plan 

  the  amount  of  my  employer's  contributions  to 

plan 

  guaranteed  level  of  benefit 

  automatic  benefit  increases  after  retirement 

other  (please  specify): 

The  following  features  are  possible  plan  changes. 
Please  rank  them  from  1  to  8,  with  1  representing  the 
most  important  feature  to  you: 

higher  monthly  benefits 

  ability  to  receive  benefit  in  a  lump  sum 

  ability  to  transfer  service  credit  between  PERS 

and  other  employers 

  choices  about  how  my  contributions  are  invested 

  choices  about  how  my  employer's  contributions 

are  invested 

  benefit  choices  that  allow  a  monthly  pension  for 

lifetime  or  with  the  ability  to  continue  benefits  to 
a  spouse 

  guaranteed  level  of  benefit 

  automatic  benefit  increases  after  retirement 

other  (please  specify): 

Would  you  be  willing  to 
yes  no 

    have  a  smaller  benefit  if  your  contributions 

were  lower? 

    pay  larger  contributions  if  your  retirement 

benefits  were  bigger? 

Any  other  comments  you  would  like  us  to  consider? 
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FACILITATOR'S  INTRODUCTORY  REMARKS 


Introductory  Remarks 

•  Introduce  facilitators 

•  House  Bill  90  passed  by  1997  Montana  Legislature  calling  for  CPERS  to  develop 
modification  or  replacement  of  PERS 

♦  existence  of  study  does  not  commit  the  Legislature  to  definitely  change  the 
plan 

♦  changes  will  be  proposed  to  1 999  Legislature  for  their  consideration 

•  ASA  hired  by  CPERS  to  help  design  a  modification  or  replacement  to  PERS 

•  CPERS  must  propose  a  plan  that  would  include 

♦  increased  portability  of  contributions 

♦  increased  flexibility  to  allow  plan  members  a  choice  in 

■  selecting,  from  group  of  set  amounts,  amount  of  the  member's 
contribution  to  PERS 

■  directing  investments  and 

■  selecting  form  of  benefit  payout 

♦  retirement  plan  component  that  will  provide  specified  benefit  in  retirement 

•  Purpose  of  focus  group  is  to  get  your  input  on  PERS  and  what  changes  you  think 
CPERS  should  recommend 

•  We  understand  the  PERS  Board  is  also  interested  in  reviewing  the  results  of  the 
focus  groups  for  ideas  on  improving  service,  and  that  the  results  will  be  available 
to  the  legislature  to  assist  them  in  reviewing  the  CPERS  recommendations. 

•  We  will  begin  with  brief  written  survey  &  then  have  group  discussion.  Please  do 
not  complete  the  back  of  the  survey  until  the  end  of  the  session. 

•  Total  duration  of  focus  group,  including  survey,  will  be  90  minutes 

•  Please  complete  front  of  survey  now,  back  at  end  of  session 


FOCUS  GROUP  QUESTIONS 


Focus  Group  Questions 

1 .  Ask  participants  to  introduce  themselves. 

2.  What  do  you  anticipate  your  personnel  needs  will  be  over  the  next  few  years? 

a)  increasing  or  decreasing? 

b)  change  in  staff  skills  needed? 

3.  How  does  PERS  accomplish  your  personnel  goals 

a)  How  important  is  PERS  in  your  being  able  to  hire  new  employees? 

b)  How  important  is  PERS  in  encouraging  good  employees  to  continue 
working  for  you? 

c)  Does  PERS  help  encourage  nonproductive  workers  to  leave? 

d)  Does  PERS  encourage  opportunities  for  development  of  staff  by 
rewarding  increased  pay  and  by  providing  adequate  retirement  to  upper 
management? 

4.  What  problems  do  you  have  administering  PERS?  (e.g.  enrollment,  paperwork, 
etc.) 


5.  Now  we  would  like  to  take  a  few  minutes  to  discuss  some  of  the  current  and 
potential  features  of  the  plan  in  general  terms.  In  particular,  we  are  interested  in 
your  input  on  the  types  of  changes  that  are  contemplated  by  HB90.  Just  to  remind 
everyone  of  what  was  in  the  bill,  CPERS  must  propose  changes  that  would  allow 
for: 

a)  increased  portability  of  contributions 

b)  increased  flexibility  to  allow  plan  members  a  choice  in 

i)  selecting,  from  group  of  set  amounts,  amotmt  of  the  member's 
contribution  to  PERS 

ii)  directing  investments  and 

iii)  selecting  form  of  benefit  payout 

c)  a  retirement  plan  component  that  will  provide  a  specified  benefit  in 
retirement 

For  instance,  under  the  current  PERS  plan,  if  an  employee  changes  employment 
to  another  PERS  employer,  generally  the  pension  benefit  goes  with  the  employee, 
and  benefits  will  be  calculated  as  if  the  employee  had  stayed  with  one  employer 
for  the  whole  career.  Thus  pensions  are  fully  portable  between  other  employers 
that  are  members  of  PERS  However,  if,  for  instance,  an  employee  leaves 
governmental  service  before  vesting,  the  money  contributed  by  the  employer  stays 


in  the  plan  and  the  employee  receives  a  refund  of  the  employee's  contributions 
with  interest. 

In  defined  contribution  type  plans,  money  is  allocated  directly  to  each  participant. 
Portability  under  these  type  plans  usually  refers  to  how  much  of  the  employer- 
derived  benefit  is  vested,  and  whether  the  employee  can  take  the  account  to  a  new 
employer's  fund. 

In  defined  benefit  plans,  portability  often  revolves  around  the  ability  to  transfer 
credit  for  your  prior  years  of  service  to  a  new  employer.  Some  plans  do  this  by  a 
direct  transfer  of  credits  or  by  reciprocity  agreements;  others  by  allowing  a  lump 
sum  option  that  converts  the  existing  benefit  value  to  cash. 

There  are  cost  implications  for  expanded  portability.  If  the  plan  allows  all 
moneys  to  go  with  the  employee  when  the  employee  leaves  there  is  less  money 
left  for  those  who  retire,  thus  benefits  must  be  reduced  or  costs  to  fund  the  plan 
increased. 

We  would  like  to  get  your  input  and  reactions  to  the  trade-offs  between  portability 
and  affordability.  We  also  would  like  to  hear  from  you  how  important  it  is  to 
maintain  portability  between  PERS  employers  versus  between  non-PERS 
governmental  and  private  sector  employers. 

With  that  I'd  like  to  open  the  floor. 

(Prompt  discussion  by  asking,  what  percentage  of  the  benefit  should  be  fully 
portable?,  after  how  many  years  of  service  should  the  fraction  of  the  benefit  that  is 
ftilly  portable  be  available?  how  much  extra  cost  would  they  be  willing  to  bear  to 
have  that  level  of  portability?) 

6.  How  should  the  responsibility  for  adequate  retirement  benefits  be  allocated 
between  you  and  your  employees? 

7.  Next  we  would  like  to  discuss  the  ability  to  direct  the  investment  of  retirement 
moneys.  In  some  plans,  employees  and  retirees  are  allowed  to  allocate  retirement 
moneys  to  different  classes  of  investments.  Each  employee  or  retiree  can  choose 
a  different  mix  -  where  one  person  is  80%  in  the  stock  market  and  20%  in  bonds, 
another  person  might  choose  to  invest  50%  in  the  stock  market,  30%  in  money 
market  investments  and  the  rest  in  bonds. 

a)  How  much  flexibility  should  employees  and  retirees  have  to  invest 
retirement  money?  (E.g.,  what  percentage  of  the  money  should  they  be 
able  to  invest  and  both  bear  the  risks  of  underperformance  and  reap  the 
rewards  of  performance  better  than  anticipated?) 

b)  How  familiar  are  employees  and  retirees  with  making  investments? 

c)  What  types  of  investments  should  be  allowed?  (Some  plans  allow 
individuals  to  pick  specific  stocks  and  bonds) 
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d)  How  many  types  of  asset  classes  should  employees  and  /  or  retirees  have 
to  choose  from? 

e)  Should  retirees  have  different  choices  and  restrictions  than  active 
employees? 

8.  Now,  let's  talk  about  how  much  risk  employees  and  retirees  should  have?  If  the 
plan  were  structured  to  base  solely  benefits  on  the  individual  savings  of  each 
employee,  there  is  a  risk  of  living  too  long  and  running  out  of  savings,  or  of 
investing  poorly  or  retiring  in  a  bad  market.  However,  employees  may  want  to 
take  on  these  risks  in  exchange  for  the  rewards  of  investing  well,  or  the  ability  to 
build  an  estate.  Other  risks  include  the  risk  of  inflation  eroding  pension  income. 
What  are  the  risks  that  you  are  most  concerned  with  as  an  employer?  How  much 
of  the  money  that  is  contributed  to  PERS  should  be  used  to  protect  against  those 
risks?  How  important  is  it  to  you  that  employees  have  a  guaranteed  retirement 
benefit  that  does  not  depend  on  how  well  their  investments  did? 


9. 


If  you  could  make  only  1  change  in  PERS,  what  would  it  be? 


BENEFITS  SURVEY 


PERS  Survey  for  Employer  Focus  Group  Participants 


Name: 

Employer  Name: 

Title: 

Date:  12/     191  Time:  am/pm 

Location: 

How  well  do  your  employees  understand  their  current 
PERS  benefits? 

  very  well 

  somewhat 

 .    not  very  well 

  not  at  all 

Please  rank  the  following  communication  methods  for 
information  about  PERS  benefits  and  possible  changes  1 
is  the  most  effective  method: 

  PERS  newsletter 

  internet 

  video 

  meetings 

  other  (please  specify) 
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Follow  Up  Survey  To  Be  Completed  At  End  Of  Session 


Please  rank  the  following  features  of  the  current 
plan  from  1  to  7,  with  1  representing  the  most 
important  feature  to  your  employees: 

  benefit  levels 

benefits  at  regular  (normal)  retirement 

early  retirement  benefit 
  their  contributions  to  plan 

their  employer's  contributions  to  plan 

  guaranteed  level  of  benefit 

  automatic  benefit  adjustments  after 

retirement 

other  (please  specify): 

The  following  features  are  possible  plan  changes. 
Please  rank  them  from  1  to  8,  with  1  representing 
the  most  important  feature  to  your  employees: 

  higher  monthly  benefits 

  ability  to  receive  benefit  in  a  lump  sum 

  ability  to  transfer  service  credit  between 

PERS  and  other  employers 

  choices  about  how  employee  contributions 

are  invested 

  choices  about  how  employer  contributions 

are  invested 

  benefit  choices  that  allow  a  monthly  pension 

for  lifetime  or  with  the  ability  to  continue 
benefits  to  a  spouse 

  guaranteed  level  of  benefit 

  automatic  benefit  adjustments  after 

retirement 

other  (please  specify): 

Please  rank  the  following  features  of  the  current 
plan  from  1  to  7,  with  1  representing  the  most 
important  feature  to  you  as  an  employer: 

  benefit  levels 

benefits  at  regular  (normal)  retirement 

  early  retirement  benefit 

  their  contributions  to  plan 

  their  employer's  contributions  to  plan 

  guaranteed  level  of  benefit 

  automatic  benefit  adjustments  after 

retirement 

other  (please  specify): 

The  following  features  are  possible  plan  changes. 
Please  rank  them  from  1  to  7,  with  1  representing 
the  most  important  feature  to  you  as  an  employer: 

  higher  monthly  benefits 

  ability  to  receive  benefit  in  a  lump  sum 

  ability  to  transfer  service  credit  between 

PERS  and  other  employers 

  choices  about  how  contributions  are  invested 

  benefit  choices  that  allow  a  monthly  pension 

for  lifetime  or  with  the  ability  to  continue 
benefits  to  a  spouse 

  guaranteed  level  of  benefit 

  automatic  benefit  adjustments  after 

retirement 

other  (please  specify): 

Are  there  any  other  items  you  would  like  us  to  be  considering? 
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ASSESSMENT  OF  PERS  SYSTEM 


CPERS  directed  that  an  objective  assessment  be  made  of  the  PERS  system  and  involved 
parties,  including  employees,  employers,  PERS  board  members  and  the  Montana 
Legislature.  Pursuant  to  this  direction,  we  have  included  material  in  response  to  the  sub- 
categories identified  in  the  RFP  for  Report  #1 : 

•  1  .a.  (i)  In  addition  to  preliminary  discussions  held  via  teleconference  with  PERS 
members  in  November,  employee  focus  groups  were  gathered  in  several  locations 
during  the  second  week  of  January.  Group  members  were  selected  on  the  basis  of 
age,  salary,  service,  gender,  workplace  and  employer  type.  These  discussions, 
including  written  survey  responses,  sampled  PERS  member  experiences  and  goals. 
Results  of  these  focus  groups  are  included  in  section  II  of  this  report. 

•  1  .a.  (ii)  Employer  focus  groups  were  also  conducted  during  the  same  week  in 
January  as  for  employee  groups.  Employers  were  selected  according  to  type  and 
geographical  location.  Employer  recruiting  and  retention  needs  were  evaluated  as  well 
as  the  efficacy  of  the  PERS  system  as  an  important  tool  in  this  regard.  The  results  of 
these  focus  groups  are  included  with  the  material  on  employee  groups. 

•  1  .a.  (iii)  The  goals  and  responsibilities  of  the  Public  Employees  Retirement  Board 
and  the  Montana  State  Legislature  were  identified  in  discussions  with  the  PERS 
Board  and  staff  as  well  as  the  Legislature's  interim  committee  evaluating  PERS. 
CPERS  is  a  bipartisan  committee  created  by  the  Legislature  to  examine  retirement 
issues  and,  pursuant  to  HB  90,  prepare  recommendations  for  consideration  by  the 
Legislature.  CPERS  committee  members,  in  a  focus  group  format  as  well  as  in 
general  public  meetings,  distilled  sentiments  expressed  by  Legislative  colleagues 
about  the  existing  PERS  structure  as  well  as  merits  and  demerits  of  possible  changes. 

The  goals  and  responsibilities  of  the  PERS  Board  are  sketched  in  written  material 
gathered  during  the  evaluation  process.  Two  documents,  one  entitled  "Montana  Public 
Employees  Retirement  Board  Strategic  Planning — System  Design"  and  the  other  referred 
to  as  PERS  Board  Policy  G9-92  clarify  the  Board's  understanding  of  its  role  and  aims. 
Retyped  versions  of  the  documents  follow: 
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Montana  Public  Employees  Retirement  Board 
Strategic  Planning  -  System  Design 


Purpose  of  Public  Employees'  Retirement  System: 

To  provide  a  secure  and  predictable  component  and  foundation  level  of  income  for  retired 
members. 


Public  Employees'  Retirement  Board  Plan  Design  Objectives: 

Verbatim  from  the  Montana  Constitution: 

•  Public  retirement  systems  shall  be  funded  on  an  actuarially  sound  basis. 

•  Public  retirement  system  assets,  including  income  and  actuarially  require 
contributions,  shall  not  be  encumbered,  diverted,  reduced,  or  terminated  and  shall  be 
held  in  trust  to  provide  benefits  to  participants  and  their  beneficiaries  and  to  defray 
administrative  expenses. 

•  The  governing  boards  of  public  retirement  systems  shall  administer  the  system, 
including  actuarial  determinations,  as  fiduciaries  of  system  participants  and  their 
beneficiaries. 


Public  Employees'  Retirement  Board  Prioritized  Design  Considerations: 

Underlying  Assumption:  the  actuarial  soundness  of  the  system 

Most  important  (positive)  to  least  important  (negative): 

1 .  Sufficiency  of  benefit 

2.  Plan  stability  -  actuarial  soundness 

3.  Benefit  security  -  members  should  not  have  risk  and  responsibility  (even  at  loss  of 
flexibility  and  choice) 

4.  Legal  liability  for  administration  -  responsibility  for  education  (both  the  plan's 
exposure  and  the  members'  need) 

5.  Employee  mobility  (a  good  plan  will  provide  for  this  reality) 

6.  Employee  retention;  short-v.  long-term  employees  (neutral;  these  are  persormel 
issues) 

7.  Asset  portability  (negative  to  the  extent  non-retirement  or  profligate  use  is  allowable) 
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POLICY  G9-92 
Board 


Public     Employees'  Retirement 


General  Principles  Governing  the  Evaluation  of  Legislative  Proposals  by  the  Public 
Employees'  Retirement  Board. 

These  general  principles  are  established  by  the  Public  Employees'  Retirement  Board  to 
provide  a  framework  for  the  consistent  evaluation  of  legislative  proposals.  The  Board's 
position  on  proposed  changes  to  benefits  or  systems  will  be  determined  on  a  case-by-case 
basis  using  these  principles  as  guides. 

I.  Proposals  for  increases  or  changes  to  retirement  benefits  must  include  an  actuarially 
sufficient  funding  mechanism.  Proposals  must  provide  funding  from  sources 
sufficient  to  cover  future  costs  and  to  amortize  any  unfunded  liabilities  created  by  the 
proposal  over  a  period  of  time  appropriate  to  the  retirement  system,  but  no  more  than 
30  years. 

II.  Pension  funding  should  be  a  contemporary  obligation.  Whenever  possible,  funding 
should  be  the  responsibility  of  the  public  employers,  taxpayers  and  employees  at  the 
time  services  are  provided.  The  Board  will  promote  advanced  funding  of  all  benefits 
to  ensure  costs  are  not  shifted  to  future  taxpayers  or  contributors. 

III.  Pension  benefits  should  be  equitably  allocated  among  a  retirement  system's 
beneficiaries.  Proposals  should  not  discriminate  against  certain  groups  of  member  or 
retirees  in  favor  of  others  or  expend  system  assets  disproportionately. 

IV.  A  primary  goal  of  a  retirement  system  must  be  to  provide  financial  security  in 
retirement.  ''Financial  security  in  retirement"  refers  to  basic  financial  protection  for 
those  who  are  beyond  their  normal  working  years  and  whose  ability  to  be  gainfully 
employed  and  earn  other  income  is  limited  or  non-existent. 

V.  Public  retirement  plans  should  provide  portability  of  benefits  for  workers  who  change 
jobs  within  the  state  and  its  political  subdivisions.  Such  portability  provisions  must 
assure  actuarial  costs  will  be  paid  for  when  transferring  service  between  the  systems. 

VI.  The  level  of  benefits  and  eligibility  for  benefits  should  be  equitable  across  the  state's 
public  employee  retirement  systems.  Differences  in  benefit  levels  and  eligibility 
criteria  should  be  based  on  objective  differences  in  the  nature  of  the  covered 
occupations  or  differences  in  coordination  with  other  benefits  such  as  social  security. 

VII.  Proposals  should  promote  consistent  administration  of  public  retirement  systems. 
The  Board  promotes  consistent  administrative  provisions  between  the  public 
retirement  systems. 


POLICY  G9-92  Public    Employees'  Retirement 

Board 


VIII.  The  Board  supports  steps  to  improve  the  Board's  ability  to  evaluate  and  review 
disabilities  and  the  eligibility  for  disability  benefits. 

IX.  The  Board  supports  steps  to  promote  informed  legislative  involvement  and  decision- 
making in  the  formulation  of  public  pension  policy  in  Montana. 


The  CPERS  committee  and  its  staff  identified  the  Legislature's  role  as  a  law-making 
body  which,  together  with  the  Governor,  is  principally  responsible  for  retirement  plan 
design  issues.  Nonetheless,  Montana  Constitutional  provisions  governing  actuarial 
requirements  as  well  as  employee  contract  issues  constrain  Legislative  activity  with 
respect  to  the  retirement  systems.  However,  the  Legislature's  responsibility  for  law 
making,  plan  design  and  state  budget  determination  gives  it  a  key  role  as  plan  sponsor. 

The  Legislature  passed  HB  90  in  order  to  assess  carefully  whether  the  PERS  is  fulfilling 
basic  plan  sponsor  needs  in  recruiting  and  retaining  employees  proficient  in  handling 
state  and  local  responsibilities  and  whether  it  does  so  in  the  most  economically  efficient 
maimer.  The  Legislative  history  of  HB  90  makes  clear  that  considerable  public  debate  has 
occurred  concerning  the  merits  of  defined  contribution  plans  and  defined  benefit  plans. 
Issues  involving  portability  of  contributions,  flexibility  in  selecting  contribution  levels, 
payout  schedules  and  investment  vehicles  as  well  as  the  desire  for  specified  benefits  in 
retirement  were  specific  areas  of  interest  to  the  Legislature  reflected  in  the  bill. 

In  addition  to  these  matters,  the  CPERS  committee  listed  a  broad  range  of  public  policy 
aims  which  are  a  concern  to  them  or  their  colleagues.  As  may  be  expected,  some  of  these 
aims  may  appear  to  be  mutually  exclusive  as  they  represent  substantially  different 
perspectives.  Some  of  the  key  issues  are  highlighted  below: 

•  a  need  for  a  safety  net 

•  a  need  to  provide  adequate  retirement  benefits 

•  a  need  to  protect  against  erosion  of  retirement  benefits 

•  characterization  of  PERS  as  a  variation  of  a  welfare  system 

•  concern  over  perpetual  liabilities 

•  a  need  to  encourage  retirement  plarming 

•  a  need  for  better  investment  information 

•  opportunities  to  enhance  retirement  benefits 

•  the  importance  of  retaining  good  employees 

•  the  utility  of  removing  unproductive  employees 

•  allowing  for  privatization  of  public  services 

•  minimizing  employee  risk 

•  transferring  investment  risk  to  employees 

•  a  need  for  flexible  investments 

•  a  need  for  flexible  payout  options 

•  a  need  for  flexible  contribution  levels 

•  a  desire  for  forced  savings 

•  an  objection  to  forced  savings  and  need  for  opt-out  provisions 

•  existing  retirement  fund  solvency 

•  a  need  for  health  care  in  retirement 

•  movement  of  employees  toward  multi-career  lives 

•  enhancing  rates  of  return  on  investment 

•  removing  financial  incentives  from  employers  for  employee  non-participation 
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•  protection  for  low-income  employees  with  regard  to  system  participation 

•  a  desire  for  private  and  public  sector  to  face  retirement  issues  similarly 

•  protecting  Montana  workforce  against  out-of-state  competition 

•  encouraging  turnover  of  employee  base 

•  protecting  institutional  memory 

•  minimizing  adverse  effects  of  PERS  on  other  personnel  policies 

•  minimizing  complexity  of  retirement  offerings 

•  protecting  employer  investment  in  training  by  encouraging  longevity 

•  encouraging  proper  use  of  leave  time 

•  providing  greater  uniformity  among  public  retirement  systems 

It  is  clear  that  any  changes  made  to  the  PERS  to  address  these  issues  would  be  made 
through  the  normal  law-making  process.  The  goal  of  the  CPERS  committee  is  to  present 
to  the  Legislature  coherent,  straightforward  recommendations  which  address  the  specific 
issues  identified  in  HB  90  as  well  as  other  appropriate  points.  These  recommendations 
would  be  based  upon  the  assumption  that  the  basic  goals  of  any  retirement  system  would 
be  met,  i.e.,  that  the  retirement  system  could  be  effective  as  an  important  tool  for 
Montana  public  employers  to  recruit  and  retain  proficient  public  employees  in  the  most 
economically  efficient  maimer.  Because  of  Constitutional  protections  for  existing 
employees  and  marketplace  competition  for  competent  personnel,  it  is  clear  that  the  merit 
of  recommended  changes  will  be  judged  primarily  by  employee  choice. 

•  l.a.  (iv)  The  focus  groups,  including  one  conducted  with  CPERS,  included 
commentary  with  respect  to  the  adequacy  of  the  current  system  design.  Results  of 
these  evaluations  is  included  in  the  section  of  this  report  dealing  with  the  focus 
groups.  The  PERS  Board,  in  its  meeting  with  CPERS  Chair,  staff  and  consultants, 
expressed  interest  in  reviewing  material  concerning  ways  to  strengthen  the  PERS  but 
indicated  it  is  not  in  a  position  to  comment  about  the  extent  to  which  the  system 
fulfills  the  needs  and  interests  of  the  parties  involved. 
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PLAN  DESIGN  ALTERNATIVES 


The  following  programs  are  anticipated  to  be  cost  neutral.  We  recommend  that  investment  powers  for  the  defined  benefit  plan  be  subject  to  the 
prudent  man  fiduciary  standard.  All  plans  except  the  floor  offset  plan  are  structured  to  retain  defined  benefit  plan  portions  within  the  current  PERS 
plan.  When  unfunded  liabilities  under  the  existing  plan  are  paid  off,  contributions  may  be  reduced  or  benefits  increased  by  future  legislatures. 


Plan  Structure 

50/50  Plan 
Employer  and  employee  each 
contribute  same  amount.  50%  of 
available  contributions  is  put  into  DC 
plan;  rest  in  DB  structure 

Floor  Offset 
Available  contributions  go  into 
DC  structure.  Employer 
guarantees  at  least  1%  accrual. 

Retirement  Option  Plan 
Employees  choose  between  100%  defined  contribution  plan  or  plan  that 
maintains  existing  structure  with  relatively  minor  changes 

Structural  issues 

Defined  Contribution  Option 

Minor  Changes  to  existing 
Structure 

Financing  New 
Benefits 

Half  of  available  contributions  (after 
flnancing  unfunded  liabilities  and 
death  and  disability  benefits) 
available  for  defined  contribution 
investment 

Financed  by  available 
contributions  reduced  by 
surcharge.  Future  costs 
dependent  on  results  of  defined 
contrihiition  nl^n  investments 

w  wl  i  111  \J  U  %,  1\_/1 1    LJiUll  IllVWOLlllwll^J* 

Assumes  same  cost  as  existing  plan. 
Employees  may  invest  available  funds 
net  of  unfunded  liability  surcharge 
and  cost  of  death  and  disability 
benefit  plans 

Assumes  same  cost  as  existing 
plan.  To  extent  additional 
retiree  medical  benefits  are 
provided,  new  accruals  would 
be  reduced. 

Financing  Unfunded 
Benefit  Liabilities 

Unfunded  liability  contribution 
reestablished  on  basis  of  changes 

Surcharge  to  fund  liabilities  of 
old  plan. 

Surcharge  on  defined  contribution 
participants. 

No  change 

DB/DC  integration 

Future  accruals  are  split  between 
defined  benefit  and  defined 
contribution  plans.  Uhimate  benefit 
is  the  new  defined  benefit  plus  any 
value  from  the  defined  contribution 
account 

Floor  of  protection  with  an  offset 
for  the  value  of  the  defined 
contribution  account 

No  integration. 

No  integration. 

Portability  mechanics 

All  defined  contribution  balances  are 
portable  and  4%  per  year  of  defined 
benefit  plan  contributions  are  also 
portable. 

All  deferred  contribution  balances 
are  portable 

All  defined  contribution  balances  are 
portable 

Only  employee  contributions 
are  portable 

Investment  control 

Defined  contribution  balances  only 

Defined  contribution  balances 
only 

Defined  contribution  balances  only 

On  elective  Deferred 
Compensation  only 

Contribution  selection 

Option  A  -  Employee  select 

Additional  employee 

Option  A  -  Employee  could  select 

Expand  access  to  deferred 
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contribution  rate  from  0  to  the  full 
available  amount  in  1%  increments, 
or 

Option  B  -  No  selectability  in  base 
level  of  contribution,  expand  access 
to  deferred  compensation  plans  for 
excess  contributions 

contributions  allowed  to  deferred 
compensation  plan  (no  effect  on 
floor) 

contribution  rate  from  0  to  the  full 
available  amount  in  1%  increments,  or 
Option  B  -  No  selectability  in  base 
level  of  contribution,  expand  access  to 
deferred  compensation  plans  for 
excess  contributions 

compensation  plans  for  excess 
contributions. 

Forms  of  payment  at 
retirement 

Defined  benefit  plan:  Lump  sum  or 
.annuity. 

Defined  Contribution  Plan:  Lump 
Sum  only  under  Option  A;  Lump 
Sum  or  annuity  purchased  from 
pension  plan  under  Option  B. 

Lump  sum  or  annuity  purchased 
from  defined  benefit  plan. 

Option  A:  lump  sum 
Option  B:  lump  sum  or  ability  to 
transfer  back  to  defined  benefit  plan  at 
retirement  and  purchase  annuity 

annuity  or  partial  (25%)  lump 
sum 

Service  purchase 

Double  existing  number  of  years  that 
may  be  purchased  (to  allow 
comparable  amount  of  benefit 
purchase  as  under  current  plan  after 
defined  benefit  portion  of  plan 
halved)* 

Treated  as  additional  employee 
contribution  to  deferred 
compensation  plan  (no  effect  on 
floor)s 

Treated  as  additional  employee 
contribution  to  deferred  compensation 
plan 

Current  plan  rules 

Taxability 

Option  A:  414(h)  applies  to  defined 
benefit  piece;  457  to  the  selectable 
amount  of  contribution,  This  uses 
up  some  of  current  ability  to  make 
pre-tax  contributions  under  457 
Option  B:  414(h)  applies  to  all 
mandatory  contributions,  457  pre-tax 
contribution  "room"  unchanged** 

414(h)  applies  to  all  mandatory 
contributions,  allowing  457  pre- 
tax contribution  ability  for  excess 
contributions. 

Option  A:  414(h)  applies  to  defined 
benefit  piece;  457  to  the  selectable 
amount  of  contribution,  This  uses  up 
some  of  current  ability  to  make  pre- 
tax contributions  under  457 
Option  B:  414(h)  applies  to  all 
mandatory  contributions,  457  pre-tax 
contribution  "room"  unchanged 

414(h)  applies  to  all 
mandatory  contributions, 
allowing  457  pre-tax 
contribution  ability  for  excess 
contributions. 

Features 

Retiree  health  plan 
benefits 

Employee  can  make  one-time 
election  to  participate  in  plan  on  a 
pre-tax  basis.  Election  would  reduce 
future  pay,  require  payment  of 
terminal  sick  leave  allowance  into 
medical  plan  VEDA. 

N/A 

N/A 

2%  per  year  credit  toward 
SHBP  premium,  funded 
through  a  VEBA  (Future 
benefit  accruals  would  be 
reduced  to  pay  for  cost  of 
plan) 

Retirement  eligibility 

25  years  for  new  accruals 

25  years 

N/A 

Current  plan  rules 
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-  option  to  buy  25  year  rule  on 
existing  accruals 

GABA 

CiARA  on  OR  nnrtifin  nr  niirrhaspfl 
annuities 

Nn  n A  RA 

uo  plan,  existing  uadA,  ul.  plan: 
no  GABA 

GABA  on  DB  portion 

Vesting 

5  vears  for  defined  henefit  nlan* 
immediate  for  defined  contribution 
plan 

lllllllCUlulC  lUl  UCllllCU 

contribution  plan 

irnnicGiaic 

Current  plan  rules 

Terminal  leave 

Unused  days  4/1  contributed  pre-tax 
toward*;  JsHRP  rovpraof*  if  pl**rteH 
retiree  medical  plan  coverage 

N/A 

•N/A 

Unused  days  4/1  contributed 
pre-tax  towards  SHBP 
coverage  if  elected  retiree 

Part-time  employees 

$5000  annual  pay,  no  retroactive 
coverage  decisions 

Current  plan  rules,  no  retroactive 
coverage  decisions 

$5000  annual  pay,  no  retroactive 
coverage  decisions 

$5000  annual  pay,  no 
retroactive  coverage  decisions 

Loans 

lesser  of  $50,000  or  50%  of  defined 
contribution  plan  balance 

lesser  of  50%  of  excess  of  defined 
contribution  plan  balance  over 
value  of  accrued  benefit  or 
$50  000 

lesser  of  $50,000  or  50%  of  balance 

N/A 

Disability 

accrued  benefit 

fioor  plan  accrued  benefit 

Separate  plan  to  provide  25%  of  FAP 

Ciirrfnf  ninn 

X  UllVlli  L/IUII 

Death  benefit 

Account  balance  in  defined 
contribution  plan  plus  value  of 
accrued  benefit  in  defined  benefit 
plan,  minimum  value  of  one  month 
of  pay  for  each  of  the  first  5  years  of 
service 

Floor  benefit  of  one  month  of  pay 
for  each  of  the  first  5  years  of 
service 

Account  balance 

Current  plan 

*Internal  Revenue  Code  Section  415(n)  limits  ability  to  purchase  non-govemmental  service. 


**Under  Internal  Revenue  Code  Section  414(h)  contributions  are  only  pre-tax  to  the  extent  that  the  employee  has  not  option  to  receive  the 
contributed  amounts  directly  instead  of  having  them  paid  by  an  employer  to  the  pension  plan.  In  private  letter  rulings,  IRS  has  approved  414(h) 
treatment  for  certain  service  purchase  agreements,  where  the  employee  irrevocably  committed  to  salary  reduction  in  order  to  finance  the  service 
purchase.  It  might  be  possible  to  further  explore  whether  election  at  intermediate  period  of  time  (e.g.,  each  decade)  would  be  eligible  for  favorable 
treatment  under  414(h). 
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STAKEHOLDER  ISSUES 

This  section  sketches  the  ways  in  which  various  plan  structures  may  address  employer  and  employee  interests  as  identified  by  HB  90  and  focus  group 
discussions.  Supplemental  observations  regarding  pros  and  cons  of  suggested  alternatives  may  be  made  in  public  discussions. 


/.  EMPLOYER  ISSUES 


Plan  Structure 

50/50  Plan 
Employer  and  employee  each 
contribute  same  amount.  50%  of 
available  contributions  is  put  into  DC 
plan;  rest  in  DB  structure 

Floor  Offset 
Available  contributions  go  into  DC 
structure.  Employer  guarantees  at 
least  1%  accrual. 

Retirement  Option  Plan 
Employees  choose  between  100%  defined  contribution  plan  or  plan 
that  maintains  existing  structure  with  relatively  minor  changes 

Structural  issues 

Defined  Contribution  Option 

Minor  Changes  to  existing 
Structure 

Financing  New 
Benefits 

Pro: 

•  Limitations  on  future  unfunded 
liabilities 

•  No  required  cost  increase 

•  Transfer  of  risk 

•  Future  benefit  increases  have  no 
retroactive  effect  on  DC  value 

Con: 

•  Funding  strategies  limited  for 
DC  portion 

•  Additional  administration 
required  for  DC  plan 

Pro: 

•  Considerable  reduction  in 
future  unfunded  liabilities 

•  Transfer  of  some  risk 

•  Future  benefits  without 
retroactive  effect  on  DC  value 

Con: 

•  Funding  strategies  limited  for 
DC  portion 

•  Additional  risk  for  asset 
allocation  and  investment  by 
participants 

•  Additional  administration 
required  for  DC  plan 

Pro: 

•  Limitations  on  future  unfunded 
liabilities 

•  No  required  cost  increase 

•  Transfer  of  risk 

•  Future  benefit  increases  have  no 
retroactive  effect 

Con: 

•  Funding  strategies  limited  for 
DC  portion 

•  Additional  administration 
required  for  DC  plan 

Pro: 

•  Assumes  same  cost  as 
existing  plan 

•  Easily  communicated  to 
employees 

•  Health  benefit  obligation 
addressed 

Con: 

•  Retirement  accruals 
reduced  for  health 
benefits 

•  Additional  funding 
mechanism  required 
(VEBA) 

Financing  Unfunded 
Benefit  Liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

•  Preserves  funding  flexibility 
Con: 

•  Does  not  eliminate  ability  to  take 
on  unfunded  liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

•  Preserves  funding  flexibility 

Con: 

•  Does  not  eliminate  ability  to 
take  on  unfunded  liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

•  Eliminates  likelihood  of  future 
unfunded  liabilities  /  risks  for 
participants  under  this  plan 

Pro: 

•  Existing  unfunded 
liabilities  addressed 

•  Preserves  funding 
flexibility 

Con: 

•  Does  not  eliminate 
ability  to  take  on 
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unfunded  liabilities 

DB/DC  integration 

Pro: 

•  Potential  to  increase  efficiency 
through  statewide  plan 

•  Balance  of  security  and 
tiexibility 

Con: 

•  Compromise  on 
security/flexibility  interests 

•  Potential  political  /  fiduciary  risk 
for  DC  investment  failures 

Pro: 

•  Balance  of  security  and 
flexibility 

Con: 

•  Compromise  on 
security/flexibility  interests 

•  Potential  political  /  fiduciary 
risk  for  DC  investment  failures 

•  Assume  risk  for  participant 
asset  management 
underperformance 

Pro: 

•  Potential  to  increase  efficiency  through  statewide  plan 

•  Balance  of  security  and  flexibility 

•  No  additional  investment  risk  is  assumed  by  the  employer  in  this 
option 

•  Allows  widest  range  of  selection  of  risk 
Con: 

•  Security  compromised  for  flexibility 

•  Maximizes  risk  of  inadequate  retirement  benefits 

•  No  gradation  in  risk  selection 

Portability  mechanics 

Pro: 

•  Portability  easily  available  for  Va 
contributions 

•  Recruiting  tool 

•  Mechanism  tor  cash  transfers 
involving  non-state  plans 

•  DC  portion  facilitates 
privatization  goals 

Con: 

•  Risk  of  loss  of  seasoned 
employees 

•  Additional  cost  of  portability 

Pro: 

•  Portability  on  1 00%  of  DC 

•  Recruiting  tool 

•  Mechanism  for  cash  transfers 
involving  non-state  plans 

•  DC  portion  facilitates 
privatization  goals 

Con: 

•  Risk  of  loss  of  seasoned 
employees 

•  Additional  cost 

Pro: 

•  Maximum  portability  with  pros 
of  Offset  Plan 

Con: 

•  Same  as  50/50  Plan 

Pro: 

•  Promotes  retention  of 
employees 

•  Reduces  plan  costs 
Con: 

•  Can  hinder  recruitment 

•  May  pose  hardship  to 
departing  employees 

Investment  control 

Pro: 

•  Transfer  of  risk  for  DC  portion 

•  Control  maintained  for  state 
contributions 

Con: 

•  Higher  administrative  costs  for 
DC  portion 

•  Greater  scrutiny  of  state  choice 
of  plan  providers  and 
administrative  oversight 

Pro: 

•  Potential  substantial  transfer  of 
risk 

•  Less  responsibility  for 
investment  performance 

Con: 

•  Higher  administrative  costs  for 
DC  program 

•  Rewards  poor  performance 
because  larger  floor  payouts 

Pro: 

•  Complete  transfer  of  risk  and 
responsibility  for  investment 
performance 

Con: 

•  No  safety  net  for  low  DC 
balances 

•  Responsibility  for  authorizing 
investment  options 

Pro: 

•  State  protects  its  DB 
promise  by  maintaining 
control  of  funds 

Con: 

•  State  maintains  risk  for 
liabilities 

•  Separate  apparatus 
required  for  self-directed 
investment 
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•     Responsibility  for  authorizing 
investment  options 

will  go  to  those  with  smaller 
DC  balances 

•  Encourages  risk  taking  by 
employees  whose  balances  are 
less  than  floor 

•  Responsibility  for  authorizing 
investment  options 

Contribution  selection 

Pro: 

•  Encourages  planning  by 
employees 

•  Both  options,  especially  A, 
allows  differing  investment 
levels  to  recruit  and  retain 
employees  with  differing 
retirement  plan  needs. 

Con: 

•  Inadequate  retirement  benefits 
may  prompt  longer  service  than 
desirable 

•  Flexibility  increases 
administrative  burden  and  need 
for  communication  resources 

Pro: 

•  Availability  of  Deferred  Comp. 
(457)  plan  allows  different 
levels  of  retirement  savings  and 
encourages  planning 

Con: 

•  No  flexibility  in  contribution 
levels  except  in  457  plan 

Pro: 

•  Encourages  planning  by 
employees 

•  Both  options,  especially  A, 
allows  differing  investment 
levels  to  recruit  and  retain 
employees  with  differing 
retirement  plan  needs. 

Con: 

•  Inadequate  retirement  benefits 
may  prompt  longer  service  than 
desirable 

•  Flexibility  increases 
administrative  burden  and  need 
for  communication  resources 

Pro: 

•  Expansion  of  457  Plan  to 
locals  will  promote 
uniformity 

•  Retirement  planning  is 
encouraged 

Con: 

•  Only  some  employees 
will  benefit  from  457 
Plan 

•  Possible  recruiting 
problems  with  an  option 
that  has  forces  a  choice 
between  either  no 
security  or  no  fiexibility 
in  options 

Forms  of  payment  at 
retirement 

Pro: 

•  Allows  employees  to  determine 
best  use  of  asset  pool  (including 
starting  a  business) 

Lon: 

•  Lump  sum  distributions  can 
drain  assets  from  investment  in 
DB  plan 

•  Lump  sum  distributions  increase 
employer  risk  of  public 
assistance  for  retirees 

•  Annuitizing  DC  balances  returns 

Pro: 

•  Allows  employees  to  determine 
best  use  of  asset  pool 
(including  starting  a  business) 

con. 

•  Lump  sum  distributions  can 
drain  assets  from  investment  in 
DB  plan 

•  Lump  sum  distributions 
increase  employer  risk  of 
public  assistance  for  retirees 

•  Annuitizing  DC  balances 

Pro: 

•  Allows  employees  to  determine 
best  use  of  asset  pool  (including 
starting  a  business) 

con. 

•  Lump  sum  distributions  increase 
employer  risk  of  public 
assistance  for  retirees 

•  Annuitizing  DC  balances  returns 
risk  to  employer  under  Option  B 

Pro: 

•  Annuity  requirement 
promotes  careful  use  of 
funds 

•  Partial  lump  sum  allows 
optimization  of 
employee  choice 

Con: 

•  Lump  sum  distributions 
increase  employer  risk  of 
public  assistance  for 
retirees 
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risk  to  employer  under  Option  B 

returns  risk  to  employer 

Service  purchase 

Pro: 

•  Allows  flexible  transfer  from 
DB  and  DC  olans  without  loss  of 
service  credit 

Con: 

•  Question  of  service  equity 
regarding  transfers  from  non- 
state  plans 

•  Cost  of  service  credit  may  be 
prohibitive 

Pro: 

•  Allows  cash  credits  from  other 

n  InnQ 

Con: 

•  Question  of  service  equity 
regarding  transfers  from  non- 
state  plans 

Pro: 

•  Under  Option  B,  allows  cash 
credits  from  other  plans 

Con: 

•  Question  of  service  equity 
regarding  transfers  from  non- 
state  plans 

Pro: 

•  Availability  of  service 
credit  purchase 

Con: 

•  Cost  of  service  credit 
may  be  prohibitive 

Taxability 

Pro: 

•  4 14h  eligibility  preserved  for  all 
mandatory  contributions;  457 
plan  access  increased  for  local 
emnlovees 

Will  yj  i\j  jf  w  w  tj 

Con: 

•  Option  A  reduces  tax  deferred 
contribution  possibilities  for 
employees 

•  Increased  administration  due  to 
offer  of  state  457  plan  to  all 
locals 

Pro: 

•  4 14h  eligibility  preserved  for 
all  mandatory  contributions; 
457  plan  access  increased  for 

Con: 

•  Increased  administration  due  to 
offer  of  state  457  plan  to  all 
locals 

Pro: 

•  414h  eligibility  preserved  for  all 
mandatory  contributions;  457 
plan  access  increased  for  local 
employees 

•  Option  A  reduces  tax  deferred 
contribution  possibilities  for 
employees 

•  Increased  administration  due  to 
offer  of  state  457  plan  to  all 
locals 

Pro: 

•     414(h)  applies  to  all 
mandatory  contributions, 
allowing  457  pre-tax 
contribution  ability  for 
excess  contributions. 

Features 

Retiree  heaitli  plan 
benefits 

Pro: 

•  Historical  replacement  ratio 
(which  included  post-retirement 
health)  restored  in  part 

•  Strengthen  SHBP 

•  Recruiting  tool 
Con: 

•  Creation  of  new  post-retirement 
liability 

•  Requires  careful  accounting 
structure  for  employee  time  at 

N/A 

N/A 

Pro: 

•  Health  benefit  obligation 
addressed  in  part 

•  ^JtrenPthen  SHRP 

•  Recruiting  tool 
Con: 

•  Pension  accruals  reduced 
to  pay  for  health  benefits 

•  Creation  of  new 
liabilities  /  Funding 
mechanisms 
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state  and  local  level 
•     Tax  complications  associated 
with  individual  requests  for 
opting  out  of  designated  plan 

Retirement  eligibility 

Pro: 

•  rarity  with  1 RS 

•  Promotes  turnover 
Con: 

•  ■  Additional  costs 

•  Indiscriminate  promotion  of 
early  retirement  (premature  loss 
of  valuable  employees) 

Pro: 

•  Parity  with  TRS  on  floor 
benefit 

•  Promotes  turnover 
Con: 

•  Additional  costs 

•  Indiscriminate  promotion  of 
early  retirement  (premature  loss 
of  valuable  employees) 

Pro: 

•  Less  costly  than  lower 
retirement  age 

•  No  conversion  calculations 
required  for  transfers 

Con: 

•  Incompatible  with  TRS 

Pros  and  cons  same  as  DC 
option 

OAdA 

Pro: 

•  Secures  replacement  ratios  over 
time 

•  Flexibility  on  DC  portion  for 
purchase  of  GABA 

Con: 

•  DC  losses  may  thwart  purposes 
of  GABA 

XT           A  n  A 

No  GABA 

Pro: 

•  No  increase  in  unfunded  liability 
Con: 

•  Erosion  of  replacement  ratio 

•  If  Option  B,  possibility  of 
unticipated  liabiilties 

Pro: 

•  Maintain  replacement 
ratio 

•  Recruiting  tool 
Con: 

•  Possibility  of 
unanticipated  liabilities 

Vesting 

Pro: 

•  vesting  requirement  on  DB 
portion  facilitates  recovery  of 
training  investment 

•  Lack  of  vesting  requirement  for 
DC  portion  a  recruiting  tool 

Pnn- 

•  Immediate  vesting  in  DC  portion 
facilitates  premature  departures 

Pro: 

•  vesting  requirement  on  DB 
portion  facilitates  recovery  of 
training  investment 

•  Lack  of  vesting  requirement  for 
DC  portion  a  recruiting  tool 

Cnn- 

•  Immediate  vesting  in  DC 
portion  facilitates  premature 
departures 

Pro: 

•  Immediate  vesting  offers  a 
recruiting  tool 

Con: 

•  Possible  loss  of  employees  prior 
to  recovering  training 
iiivcsinicni 

Pro: 

•  vesting  requirement  on 
DB  portion  facilitates 
recovery  of  training 
investment 

•  Choice  of  plan  option 
with  vesting  facilitates 
recruitment 

Con: 

Terminal  leave 

Pro: 

•     Promotes  linkage  of  active 
employment  and  retirement 
goals 

N/A 

N/A 

Same  pros  and  cons  of  50/50 
Plan  except  pension  accruals 
are  reduced  to  pay  for  benefit 
instead  of  pay. 
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•  Encourages  prudent  use  of  leave 
time 

Con: 

•  May  discourage  proper  use  of 
leave  time  (i.e.  using  time  to 
restore  health  and  productivity) 

Part-time  employees 

Pro: 

•  Eliminates  administrative  burden 
of  many  part-time  employees 

•  Reduces  retirement  costs 
Con: 

•  Possible  hindrance  to 
recruitment 

•  Limits  ability  to  correct  mistakes 
retroactively  for  DC  benefit 

Pro: 

•  Eliminates  administrative 
burden  of  many  part-time 
employees 

•  Reduces  retirement  costs 
Con: 

•  Possible  hindrance  to 
recruitment 

•  Limits  ability  to  correct 
mistakes  retroactively  for  DC 
benefit 

Pro: 

•  Eliminates  administrative 
burden  of  many  part-time 
employees 

•  Reduces  retirement  costs 
Con: 

•  Possible  hindrance  to 
recruitment 

•  Limits  ability  to  correct  mistakes 
retroactively  for  DC  benefit 

Pro: 

•  Eliminates  administrative 
burden  of  many  part- 
time  employees 

•  Reduces  retirement  costs 
Con; 

•  Possible  hindrance  to 
recruitment 

•  Limits  ability  to  correct 
mistakes  retroactively  for 
DC  benefit 

Loans 

Pro: 

•  Recruiting  tool 

Con; 

•  Administrative  burden 

•  Employees  may  drain  a  portion 
of  assets  before  retirement 

Pro: 

•  Recruiting  tool 
Con: 

•  Administrative  burden 

•  Employees  may  drain  a  portion 
of  assets  before  retirement 

Pro: 

•  Recruiting  tool 
Con: 

•  Administrative  burden 

•  Employees  may  drain  a  portion 
of  assets  before  retirement 

N/A 

Disability 

Pro: 

•  Secures  protection  of  valued 
employees 

•  Offsets  financial  cost  to  public 

Con: 

•  Continuing  liability  on  DB 
portion 

•  Option  A  may  reduce  disability 
resources  depending  on  DC 
participation  and  performance 

Pro: 

•  Same  as  50/50  plan 
Con: 

•  Continuing  liability  on  floor 

aCClUCU  UCllClllS 

Pro: 

•  Same  as  50/50  Plan 
Con: 

•  Additional  costs 

•  Option  A  may  reduce  disability 
resources  depending  on  DC 
participation  and  performance 

Same  pros  and  cons  as  DB 
portion  of  50/50  Plan 

Death  benefit 

Pro  and  Con  same  as  disability 

Same  as  50/50  plan 

Pro: 

Same  pros  and  cons  as 
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benefit 

•  rroviues  lor  sonie  ueaiti 
expenses 

Con: 

•  Minimal  account  balances, 
especially  for  newer  employees 
may  be  inadequate  for  death 
expenses 

disability  portion  above 
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//.  EMPLOYEE  ISSUES 


Plan  Structure 

50/50  Plan 
Employer  and  employee  each 
contribute  same  amount.  50%  of 
available  contributions  is  put  into  DC 
plan;  rest  in  DB  structure 

Floor  Offset 
Available  contributions  go  into 
DC  structure.  Employer 
guarantees  at  least  1%  accrual. 

Retirement  Option  Plan 
Employees  choose  between  100%  defined  contribution  plan  or  plan  that 
maintains  existing  structure  with  relatively  minor  changes 

Structural  issues 

Defined  Contribution  Option 

Minor  Changes  to  existing 
Structure 

Financing  New 
Benefits 

Pro: 

•  No  required  cost  increase 

•  DC  portion  increases 
opportunity  to  increase 
retirement  payout 

Con: 

•  Transfer  of  risk  on  DC  portion 
increases  possibility  of  a  reduced 
retirement  payout 

•  Future  benefits  without 
retroactive  effect  on  DC  value 

•  Additional  administration  costs 
required  for  DC  plan  reduce 
benefit  dollar  effectiveness 

Pro: 

•  No  required  cost  increase 

•  DC  portion  increases 
opportunity  to  increase 
retirement  payout 

•  Floor  transfer  of  risk,  some 
participants  will  have  mainly 
upside 

Con: 

•  Some  risk  on  DC  portion  for 
reduced  retirement  payout 

•  Future  benefits  without 
retroactive  effect  on  DC 
value 

•  Additional  administration 
costs  required  for  DC  plan 
reduce  benefit  dollar 
effectiveness 

Pro: 

•  No  required  cost  increase 

•  DC  portion  maximizes 
opportunity  to  increase  retirement 
payout 

Con: 

•  Transfer  of  risk  on  DC  portion 
maximizes  possibility  of  a 
reduced  retirement  payout 

•  Future  benefits  without 
retroactive  effect  on  DC  value 

•  Additional  administration  costs 
required  for  DC  plan  reduce 
benefit  dollar  effectiveness 

Pro: 

•  Familiar  benefit  structure 

•  Health  hpnpflt  nhlioalinn 

addressed 

•  Benefit  security 
maintained 

Con: 

•  retirement  accruals 
reduced  for  health 
benefits 

•  Minimal  benefit 
flexibility 

•  Potential  financial  gains 
sacrificed  for  security 

Financing  Unfunded 
Benefit  Liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

Con: 

•  New  hires  explicitly  see  cost  of 
funding  past  service  liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

Con: 

•  New  hires  explicitly  see  cost 
of  funding  past  service 
liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

Con: 

•  New  hires  explicitly  see  cost  of 
funding  past  service  liabilities 

Pro: 

•  Existing  unfunded 
liabilities  addressed 

Con: 

•  New  hires  explicitly  see 
cost  of  funding  past 
service  liabilities 

DB/DC  integration 

Pro: 

Pro: 

Pro: 

Pro: 
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•  Efficiency  of  single  statewide 
DC  plan 

•  Balance  of  security  and 
flexibility  (protection  offered  by 
DB  guarantee  and  opportunity  of 
DC  self-directed  investments) 

Con: 

•  Compromise  on 
security/flexibility  interests 

•  Liability  for  DC  investment 
failures 

•  Efficiency  of  single  statewide 
DC  plan 

•  Balance  of  security  and 
flexibility  (protection  offered 
by  DB  guarantee  and 
opportunity  of  DC  self- 
directed  investments) 

Con: 

•  Compromise  on 
security/flexibility  interests 

•  Liability  for  DC  investment 
failures 

•  Safety  net  of  floor  plan 
exposes  all  participants  to 
costs  based  on  investment 
underperformance  of  an 
individual  member 

•  Initial  ability  to  choose  between 
risks  and  rewards 

•  Efficiency  of  statewide  DC  plan 

•  Maximizes  retirement  payout 
possibilities 

Con: 

•  Security  trade-off  for  flexibility 

•  Maximizes  risk  of  inadequate 
retirement  benefits 

•  Initial  ability  to  choose 
between  risks  and  rewards 

•  Efficiency  of  statewide 
DC  plan 

Con: 

•  Flexibility  trade-off  for 
security 

Portability  mechanics 

Pro: 

•  Portability  easily  available  for  Va 
contributions 

•  Recruiting  tool 

•  Mechanism  for  cash  transfers 
involving  non-state  plans 

Con: 

•  DC  portion  facilitates 
privatization  goals  but  may 
protect  employees'  investment 

•  AHHitinnnl  f*riQt  nf  nnrtahilitA/ 

Pro: 

•  Same  as  50/50  plan  except 
100%  of  DC  balances  would 
be  available  for  portability 

Con: 

•  Same  as  50/50  plan  except 
portability  cost  would  be 
slightly  higher 

Pro: 

•  Maximum  portability  with  pros  of 
50/50  Plan 

Con: 

•  Same  as  50/50  Plan 

Pro: 

•  Promotes  retention  of 
employees 

•  Reduces  plan  costs 
Con: 

•  Can  hinder  recruitment 

•  May  pose  hardship  to 
departing  employees 

Investment  control 

Pro: 

•  Increased  flexibility  to  achieve 
personal  goals  (up  to  50%  self- 
directed  investment) 

•  Satisfaction  of  control 
Con: 

•  Higher  administrative  costs  for 

Same  pros  and  cons  as  50/50  plan 
except  investment  control 
includes  larger  share  of 
contributions 

Pro: 

•  Complete  assumption  of  risk  and 
responsibility  for  investment 
perfontiance  for  those  who  want 
it 

Con: 

•  No  safety  net  for  low  DC 

Pro: 

•  No  burden  of  investment 
decision-making 

•  No  direct  invesmient  risk 
because  of  state  benefit 
guarantee 

Con: 
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DC  portion 

•  Assumed  risic  for  DC  portion 

•  Anxiety  of  control  and  decision- 
making requirements 

balances 
•     Burden  of  directing  personal 
investment  program  which  (in 
most  cases)  is  largest  part  of 
expected  retirement  income 

•  No  control  over  PERS 
contributions  or 
investment  possibilities 

•  Separate  apparatus  and 
increased  contribution 
level  (457  plan)  required 
for  self-directed 
investment 

Contribution  selection 

Pro: 

•  Encourages  planning  by 
employees 

•  Both  options,  especially  A, 
allows  differing  investment 
levels  to  recruit  and  retain 
employees  with  differing 
retirement  plan  needs. 

Con: 

•  Inadequate  retirement  benefits 
may  prompt  longer  service  than 
desirable 

•  Flexibility  increases 
administrative  burden  and  need 
for  communication  resources 

Pro: 

•  Availability  of  Deferred 
Comp.  (457)  plan  allows 
different  levels  of  retirement 
savings  above  PERS  base 
and  encourages  planning 

•  For  those  wishing  to 
minimize  attention  to 
retirement  plans,  basic  plan 
doesn't  require  decisions 
about  how  much  should  be 
allocated  to  self-directed 
investment 

Con: 

•  For  those  wishing  flexibility 
in  contribution  levels,  only 
457  plan  participation  makes 
this  available 

Same  pros  and  cons  as  50/50  Plan  DC 
portion 

Pro: 

•  Expansion  of  457  Plan  to 
all  locals  could  promote 
uniformity 

•  Retirement  planning  is 
encouraged 

Con: 

•  Only  some  employees 
will  benefit  from  457  Plan 

Forms  of  payment  at 
retirement 

Pro: 

•  Lump  sum  distribution  increases 
flexibility  to  achieve  retirement 
goals 

•  Annuitizing  balances  at 
retirement  under  Option  B 
returns  risk  to  employer 

Con: 

•  Lump  sum  distributions  increase 

Same  as  50/50  plan  Option  B 

Same  pros  and  cons  as  50/50  plan 

Pro: 

•  Partial  lump  sum 
distribution  increases 
flexibility  to  achieve 
retirement  goals 

•  Annuity  requirement 
promotes  careful  use  of 
retirement  resources 

Con: 
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employee  risk  of  requiring 
public  assistance  for  retirees 
•     Additional  retirement  planning 
resources  are  required 

•     Partial  lump  sum 

distributions  may  increase 
employee  risk  of 
requiring  public 
assistance  for  retirees 

Service  purchase 

Pro: 

•  Allows  flexible  transfer  from 
■DB  and  DC  plans  without  loss  of 
service  credit 

Con: 

•  Question  of  service  equity 
regarding  transfers  from  non- 
state  plans  (how  should  service 
be  counted  toward  25  year 
requirement?) 

Pro: 

•  Allows  cash  credits  from 
other  DC  plans 

Con: 

•  Same  as  50/50  plan 

Same  pros  and  cons  as  Offset  Plan 

Pro: 

•  Availability  of  service 
credit  purchase 

Con: 

•  Cost  of  service  credit  may 
be  prohibitive 

Taxability 

Pro: 

•  4l4h  eligibility  preserved  for  all 
mandatory  contributions;  457 
plan  participation  increased  for 
biaic  dnu  lucdi  cmpiuyccb 

Con: 

•  Option  A  reduces  tax  deferred 
possibilities 

•  Increased  administration  due  to 
offer  of  state  457  plan  to  all 
locals 

Same  as  50/50  plan  Option  B 

Pros  and  Cons  same  as  50/50  Plan 

414(h)  applies  to  all 
mandatory  contributions, 
allowing  457  pre-tax 
contribution  ability  for  excess 
contributions. 

Features 

Retiree  health  plan 
benefits 

rro. 

•  Historical  replacement  ratio 
(which  included  post-retirement 
health)  restored  in  part 

•  Strengthen  SHBP 

•  Recruiting  tool 
Con: 

•    Creation  of  new  post-retirement 

XI/ A 
IN/A 

XT/ A 

Pro: 

•  Health  benefit  obligation 
addressed  in  part 

•  Strengthen  SHBP 

•  Recruiting  tool 
Con: 

•  Pension  accruals  reduced 
to  pay  for  health  benefits 
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liability  which  may  preclude 
other  benefit  enhancements 

•  Requires  careful  accounting 
structure  for  employee  time  at 
state  and  local  level 

•  Tax  complications  associated 
with  individual  requests  for 
opting  out  of  designated  plan 

•     Creation  of  new  liabilities 
may  preclude  offer  of 
other  benefits 

Retirement  eligibility 

Pro: 

•  Parity  with  TRS 

•  Additional  flexibilitv  for 
retirement  planning 

Con: 

•  Additional  costs  would  reduce 
money  available  for  DC 
investment 

•  Cost  for  employee  transfers  may 
be  prohibitive  to  some 

Same  as  50/50  plan  except 
transfers  from  existing  plan 

wniitH  Hp  withniit  aHHitlr\npl  pr^ct 
vvuuiu        wiiiiuui  duuiiiuiiai  i^vj^l 

Existing  Plan  rules 
Pro: 

•  uniioi miiy  among  rnKo 
employees 

•  Less  costly  benefit  than  lower 
retirement  age 

Con: 

•  Incompatible  with  TRS 

•  Longer  service  required  in  PERS 

Pros  and  cons  same  as  DC 
option 

GABA 

Pro: 

•  Secures  replacement  ratios  over 
time 

•  Flexibility  on  DC  portion  for 
purchase  of  GABA  under  Option 
B 

Con: 

•  DC  losses  may  thwart  purposes 
of  GABA 

No  GABA 
Pro: 

•  Account  balance  at 
retirement  may  yield  payout 
superior  to  actuarial  value  of 

pvistinp  ninn  inrliiHincr 
GABA 
Con: 

•  Account  balance  at 
retirement  may  be 
substantially  less  than 
actuarial  value  of  existing 
plan,  including  GABA. 

Pro: 

•  GABA  needs  may  be  satisfied 
with  superior  investment 
performance 

Con: 

•  vj/ADM  iiccub  nidy  cxdcerDareQ 
because  of  investment 
performance 

Pro: 

•  Maintain  value  of  pension 

•  Recruiting  tool 

Con: 

•  Cost  of  GABA  may 
preclude  funding  of  other 
benefits 

Vesting 

Pro: 

•     Lack  of  vesting  requirement  for 
DC  portion  a  recruiting  tool 

Con: 

Same  as  50/50  plan 

Pro: 

•     Immediate  vesting  offers 
employment  flexibility 

Con: 

Pros  and  cons  same  as  DB 
portion  of  50/50  Plan 
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•     Cost  associated  with  immediate 
vesting  in  DC  component 

•     Cost  of  immediate  vesting 

Terminal  leave 

Pro: 

•  Promotes  linkage  of  active 
employment  and  retirement 

goals 

•  Encourages  prudent  use  of  leave 
time 

Con: 

•  May  discourage  proper  use  of 
leave  time  (i.e.  using  time  to 
restore  health  and  productivity) 

N/A 

N/A 

Same  pros  and  cons  of  50/50 
Plan 

Part-time  employees 

Pro: 

•  Eliminates  administrative  and 
financial  burden  for  many  part- 
time  employees 

Con: 

•  Possible  hindrance  to 
recruitment 

•  Limits  ability  to  correct  mistakes 
retroactively  for  DC  benefit 

Same  as  50/50  plan 

Pros  and  cons  same  as  50/50  Plan 

Pros  and  cons  same  as  50/50 
plan 

Loans 

Pro: 

•  Recruiting  tool  and  additional 
flexibility  for  employee  finances 

Con: 

•  Short  pay-back  periods 
noticeably  reduce  pay 

•  May  reduce  long-term 
retirement  accumulation 

Same  as  50/50  plan 

Same  pros  and  cons  as  50/50  Plan 

N/A 

Disability 

Pro: 

•  DB  portion  guarantees  some 
resources 

Con: 

•  Cost  of  disability  reduces  funds 
available  for  DC  investment 

Pro: 

•  Possibility  of  superior 
benefits  depending  upon  DC 
account  performance 

•  Floor  plan  accrued  benefit 
guarantees  some  resources 

Pro: 

•  Separately  purchased  plan 
guarantees  some  resources 

Con: 

•  Additional  costs  reduce  amounts 
available  for  DC  investment 

Same  pros  and  cons  as  DB 
portion  of  50/50  Plan 
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•     Option  A  may  reduce  disability 
resources  depending  on  DC 
participation  and  performance 

Con: 

•     Inadequate  disability  benefits 
depending  on  DC  account 
performance 

Death  benefit 

Pro  and  Con  same  as  disability 
benefit 

Same  as  50/50  plan 

Pro: 

•  DC  account  provides  for  some 
death  expenses 

Con: 

•  Minimal  account  balances, 
especially  for  newer  employees 
may  be  inadequate  for  death 
expenses 

Same  pros  and  cons  as 
disability  portion  above 
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RECOMMENDATION 


In  order  to  facilitate  decision-making,  ASA  has  submitted  the  options  noted  above  for 
review.  These  options  are  consistent  with  the  constraints  of  HB  90  and  the  RFP  issued  by 
CPERS.  The  options  are  submitted  to  promote  discussion  regarding  public  policy  choices 
and  we  expect  that  work  done  for  Report  #2  and  Report  #3  will  be  on  plan  designs  which 
do  not  exactly  match  exactly  those  above. 

Consequently,  we  recommend  to  CPERS  that  it  pursue  work  on  a  plan  which  combines 
the  strength  of  the  50/50  Plan  and  the  Retirement  Option  Plan.  Because  of  the  Legislative 
history  of  HB  90  and  our  discussions  with  CPERS  we  thought  it  best  to  present  an  option 
which  allowed  for  a  100%  defined  contribution  plan  (DC  plan)  selection  by  employees. 
This  option  is  offered  for  discussion  purposes  (and  committee  direction)  as  one  split  of 
the  Retirement  Option  Plan  but  our  assessment  of  Montana's  overall  needs  leads  us  to 
conclude  that  few  employees  would  choose  a  1 00%  defined  contribution  plan. 

It  is  clear  from  HB  90  that  the  Legislature  wishes  recommendations  for  a  plan  which 
considerably  enhances  employee  choice.  Focus  Group  feedback  supports  considerable 
interest  in  plan  flexibility  and  self-directed  investment  but  does  so  within  a  context  of 
substantial  caution.  Most  employers  and  employees  voiced  reservations  about  a  plan 
which  would  not  guarantee  some  kind  of  retirement  income  to  employees. 

The  wording  of  HB  90  notes  that  a  "specified  benefit"  component  needs  to  be  included  in 
new  plan  recommendations  and  it  is  our  understanding  from  discussions  with  involved 
parties  that  this  means  "defined  benefit"  (DB  plan).  If  a  100%  defined  contribution  plan 
is  the  alternative  to  a  100%  defined  benefit  plan  in  the  Retirement  Option  Plan,  it  would 
safisfy  some  portion  of  the  existing  (and  fiature)  PERS  community  but  by  no  means  all.  It 
is  our  judgment  that  a  choice  between  a  hybrid  plan  and  a  100%  defined  benefit  plan 
would  address  the  needs  of  considerably  more  Montana  employees  and  employers  than  a 
choice  between  100%  DB  and  100%  DC.  Although  there  is  currently  considerable 
interest  in  defined  contribution  plans  because  of  market  performance  in  recent  years, 
there  exists  widespread  uncertainty  on  the  part  of  most  Montana  public  employers  and 
employees  we  heard  from  with  respect  to  the  wisdom  of  moving  100%  of  retirement 
assets  into  a  self-directed  investment  setting,  even  if  the  employer  is  selected  as  the 
investment  manager. 

It  is  also  clear  that  a  large  segment  of  Montana  employers  and  employees  do  not  wish 
employees  to  assume  any  responsibility  for  investment  decisions  because  of  the  risk 
involved  as  well  as  the  practical,  educational  requirements  for  handling  investment 
practices.  Yet,  there  are  identified  needs  which  are  not  being  met  within  the  existing 
PERS  structure  having  to  do  with  supplemental  investment  opportunities  for  all 
employees,  post-retirement  health  care  and  the  use  of  unused  leave  time.  These  needs 
could  be  met  with  limited  changes  to  the  existing  system. 
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Should  a  choice  be  offered  between  a  hybrid  plan  and  a  modified  PERS,  we  believe  most 
of  the  needs  identified  during  the  review  process  would  be  met  for  both  employers  and 
employees  along  with  the  requirements  of  HB  90.  Specifically,  needs  could  be  listed  as 
follows: 


Hybrid  Plan  DC  portion 

Hybrid  Plan  DB  portion 

Modified  PERS 

•    v^noice  oi  coniriDuiions 

•    Guaranteed  benefit 

•    Guaranteed  benefit 

•    Choice  of  payouts  in 
retirement 

•    Disability  and  death 

hpnpfit^ 

•    Health  benefit  and 
uiaauiiiiy  ana  aeatn 
benefits 

•    Self-directed  investment 

•    Incentive  for  longevity 

•    Unused  leave 
conversion 

•    Post-retirement  health 
care 

•    457  plan  for  all  PERS 

•    Supplemental  savings 
(457  plan) 

•    Familiarity  of  plan 
structure  for  existing 
employees 

•    Increased  portability  of 
contributions 

•    Incentive  for  longevity 

As  noted  earlier  in  this  report,  it  is  clear  that  any  changes  made  to  the  PERS  to  address 
these  issues  would  be  made  through  the  normal  law-making  process.  The  goal  of  the 
CPERS  committee  is  to  present  to  the  Legislature  coherent,  straightforward 
recommendations  which  address  the  specific  issues  identified  in  HB  90  as  well  as  other 
appropriate  points.  These  recommendations  would  be  based  upon  the  assumption  that  the 
basic  goals  of  any  retirement  system  would  be  met,  i.e.,  that  it  could  be  effective  as  an 
important  tool  for  Montana  public  employers  to  recruit  and  retain  proficient  public 
employees  in  the  most  economically  efficient  manner.  Because  of  Constitutional 
protections  for  existing  employees  and  marketplace  competition  for  competent  personnel, 
it  is  clear  that  the  merit  of  recommended  changes  will  be  judged  primarily  by  employee 
choice.  We  believe  direction  by  CPERS  to  explore  our  recommendation  will  increase  the 
likelihood  of  such  affirmative  choices. 
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EXECUTIVE  SUMMARY 


Purpose  and  Scope  of  Study 

Last  year,  the  Montana  Legislature  passed  House  Bill  90  which  directed  the  interim 
committee,  CPERS,  to  study  the  Public  Employees'  Retirement  System  (including  its 
supplemental  457  and  403(b)  plans)  and  prepare  recommendations  for  possible  changes. 
The  requirements  of  HB  90  specified  that  the  value  of  the  PERS  system  should  be 
assessed  with  respect  to  the  characteristics  and  goals  of  various  parties  of  interest  in  the 
PERS,  including  members,  employers,  PERS  administrators  and  policymakers.  HB  90 
also  directed  that  CPERS  develop  recommendations  which  provide  for: 

♦  increased  portability  of  contributions 

♦  increased  flexibility  to  allow  plan  members  a  choice  in 

-  selecting  contribution  amounts 

-  directing  investments  and 

-  selecting  the  form  of  benefit  payouts  and 

♦  a  specified  benefit  in  retirement. 

The  CPERS  committee  engaged,  through  public  bid.  Actuarial  Sciences  Associates  to 
assist  it  with  its  tasks  and  provide  three  sets  of  options  for  modifying  or  replacing  PERS 
and  its  supplemental  457  and  403(b)  plans  (Report  #1).  After  design  alternatives  are 
discussed,  cost  and  benefit  analyses  for  members  and  the  plan  (Report  #2)  and 
implementation  and  education  plans  (Report  #3)  will  be  considered. 

This  executive  summary  sketches  the  findings  of  Report  #1.  Report  #1  is  divided  into 
three  additional  sections: 

♦  Process  Summary  and  Focus  Group  Results 

♦  Assessment  of  Current  System;  and 

♦  Design  Alternatives  and  Stakeholder  Critiques. 

Because  focus  group  discussions  (as  well  as  teleconference  meetings)  were  the  primary 
mechanism  used  to  assess  participant  interests,  much  of  the  material  relevant  to  the 
assessment  of  the  current  system  is  included  in  this  section. 

Process  Summary  and  Focus  Group  Results 

ASA  conducted  12  focus  groups  in  ten  locations  with  employees  covered  by  PERS. 
These  focus  groups  were  designed  to  elicit  and  assess  employees'  goals  and  needs  with 
respect  to  retirement  benefits  from  PERS.  ASA  also  conducted  6  employer  focus  groups 
with  representatives  from  state  government  and  participating  counties,  cities,  school 
districts,  other  agencies  and  university  employers  to  assess  the  relevant  characteristics, 
goals,  and  fiscal  situations  of  the  different  participating  public  employer  groups.  In 
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addition,  ASA  met  with  the  PubUc  Employees'  Retirement  Board,  representatives  of 
employee  organizations  and  the  Montana  CPERS  to  explore  expectations  of  various 
parties  from  PERS.  Focus  group  sites  were  determined  based  on  geographic  regions 
covering  both  the  eastern  and  western  parts  of  the  state.  Invitations  to  attend  focus 
groups  were  mailed  directly  to  randomly  selected  members  chosen  to  represent  a  cross 
section  of  PERS  membership  based  on  age,  sex,  salary,  service  and  type  of  employer. 

The  primary  objective  of  the  focus  groups  was  to  determine  the  needs  and  goals  of  the 
various  participant  groups  with  respect  to  retirement  benefits  from  PERS.  In  addition, 
certain  other  data  was  gathered  on  access  and  utilization  of  deferred  compensation  and 
other  retirement  savings  opportunities,  preferred  means  of  receiving  information  about 
the  plan,  administrative  issues  with  respect  to  the  plans  and  other  items  which  might  best 
be  addressed  in  the  context  of  a  new  plan  design. 

Key  Findings 

The  employee  and  employer  focus  groups  represented  a  significant  undertaking  by 
CPERS.  Focus  group  invitations  were  sent  to  about  3%  of  the  total  PERS  active 
population.  About  1%  of  all  members  attended  a  focus  group.  Nevertheless,  care  must 
be  used  in  generalizing  the  results  of  the  focus  groups  and  surveys  to  the  entire  employee 
population.  In  particular  the  results  of  the  employee  focus  groups  are  likely  more 
indicative  of  older  employee  attitudes.  To  gain  insight  into  likely  attitudes  of  younger 
employees  it  is  important  to  examine  the  charts  which  show  responses  by  age  and  service 
categories,  and  to  compare  employer  responses  about  goals  of  the  general  employee 
population  with  the  employee  responses. 


The  most  common  items  brought  up  in  the  discussions  were  as  follows: 


Issue 

Employee  Ranking 

Employer  Ranking 

(by  percentage  of 

(by  percentage  of 

employees  raising 

employers  raising 

issue) 

issue) 

Do  not  change  the  current  system 

1 

1 

Add  self-directed  options  to  the  program 

3 

2 

Provide  earlier  retirement  (25  years) 

4. 

3 

Add  choices  and  flexibility  to  the  system 

2 

4 

Mandatory  savings  feature  of  the  program  is 

12 

5 

important 

Additional  portability  of  service 

5 

10 

Employees  had  widespread  concern  over  the  issue  of  any  changes  to  the  system.  In 
contrast,  while  employers  also  raised  the  issue  it  did  not  dominate  discussions  in  the  same 
manner  as  in  the  employee  sessions.  In  particular,  employees  attending  the  focus  groups 
expressed  overwhelming  concern  that  changes  to  the  system  will  affect  them  adversely; 
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many  do  not  want  to  see  the  current  benefit  program  endangered  in  any  way  in  order  to 
provide  additional  flexibility  to  new  and  future  members. 

Using  the  surveys  that  were  distributed  at  the  meetings,  we  are  able  to  view  differences  in 
employee  attitudes  by  various  demographic  characteristics.  Key  indicators  appear  to  be 
service  and  type  of  employer.  Shorter-service  employees  show  relatively  greater  interest 
in  portability  of  benefits  and  ability  to  direct  investments  than  other  employees.  While 
still  interested,  shorter-service  employees  are  relatively  less  concerned  with  automatic 
benefit  increases  and  guaranteed  levels  of  benefits. 

Employers  attending  the  focus  groups  represented  city,  county,  state  central  payroll,  other 
agencies,  school  districts  and  universities.  The  following  distinguishing  features  of  the 
different  employer  types  were  clear: 

•  School  district  and  university  employers  have  a  very  different  perspective  on  PERS 
than  other  employers.  This  is  in  large  part  because  the  majority  of  the  professional 
staff  of  these  employers  are  covered  by  other  plans.  Part-time  issues  were  of 
particular  importance  to  this  group,  including  the  complexity  of  administering  catch- 
up provisions  for  part  time  employees  entering  the  plan. 

•  School  district,  university,  city  and  county  employers  appeared  to  face  a  fairly  stable 
employment  picture,  but  state  and  local  agency  employers  were  much  more 
concerned  with  changes  in  employment  skills  or  in  the  size  of  the  workforce  needed. 
Portability  was  a  significant  concern  for  agencies,  state  and  university  employers. 
Few  employers  believe  that  the  particular  design  of  the  pension  plan  is  a  significant 
factor  in  employee  recruitment  (more  important  is  that  a  plan  exists),  but  many 
employers  find  the  plan  useful  in  retention. 

•  Local  employers  do  not  see  any  room  in  budgets  to  bear  any  increased  costs  that 
could  occur  with  a  plan  change. 

•  Most  employers  would  like  to  see  similarity  between  plans  that  cover  different  types 
of  workers.  In  particular,  differences  between  PERS  and  the  Teachers  Retirement 
System  were  commented  on. 

•  Employers  see  significant  value  in  adding  investment  direction  and  control  to  the 
plan,  and  in  giving  increased  ability  to  transfer  service  credit  between  PERS  and  other 
employers,  while  viewing  the  guarantee  features  of  the  plan  as  much  less  significant 
than  did  employee  respondents. 
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Assessment 


The  Assessment  section  largely  references  Focus  Group  results  for  employees  and 
employers.  These  results  identify  points  of  satisfaction  and  dissatisfaction  with  the 
current  PERS  structure  as  well  as  general  issues  of  employment  and  public  policy. 

In  addition,  the  Assessment  section  identifies  stated  purposes  and  goals  of  the  PERS 
system  by  the  system's  Board  of  Trustees.  The  Board  of  Trustees  describes  the  basic 
purpose  of  the  retirement  system  as  one  which  is  to  provide  a  secure  and  predictable 
component  and  foundation  level  of  income  for  retired  members.  To  facilitate  this  purpose 
and  protect  the  interests  of  plan  participants,  Constitutional  provisions  concerning 
actuarial  soundness  of  the  fund,  handling  of  the  assets  and  conduct  of  its  fiduciaries  have 
been  established. 

The  Board  has  expressed  interest  and  support  for  processes  which  gather  information  on 
plan  participant  goals  and  interests,  but  reserves  comment  on  general  design  and  funding 
issues  involving  public  policy  issues.  Evaluation  of  specific  legislative  proposals  are 
guided  by  policy  papers  which  emphasize  the  need  for  sufficiency  of  benefits,  actuarial 
soundness,  benefit  security  and  equity  of  benefit  distribution  among  members.  Other 
board  concerns  are  listed. 

Legislative  sentiments  have  been  gleaned  from  representative  comments  made  in  CPERS 
meetings.  A  broad  range  of  policy  concerns  reflects  the  Legislature's  role  as  plan  sponsor. 
Legislative  and  budget  responsibilifies  combine  to  give  the  Legislature  plan  design 
review  obligations.  Public  policy  concerns  are  listed,  many  of  which  reflect  mutually 
exclusive  perspectives  which  is  to  be  expected  in  a  democrafically  constituted  body. 

Plan  Design  Alternatives 

Three  plan  design  alternatives  are  suggested  for  consideration  in  this  section,  along  with  a 
recommended  plan.  The  recommended  plan  is  a  combination  of  two  alternatives  which 
were  set  forth  to  prompt  discussion  and  honor  the  intent  and  specific  requirements  of  the 
RFP.  The  section  describes  these  plans  and  includes  additional  material  which  sets  forth 
stakeholder  interests  (employer  and  employee)  in  these  plans.  All  plans  assume  that 
Montana  will  use  prudent  investor  standards  for  managing  assets  and  that  the  state's  457 
plan  will  be  made  available  to  all  eligible  public  employees.  The  plans  were  designed 
with  a  general  assumption  of  cost  neutrality,  including  the  payment  of  existing,  unfunded 
liabilities. 

The  first  plan  described  is  a  "'50/50  Plan"  which  is  a  hybrid  defined  benefit  and  defined 
contribution  plan.  It  would  allow  self-directed  investment  for  about  half  of  the  plan 
contributions.  An  alternative  within  this  option  allows  for  the  selection  of  employee 
contribution  levels.  Other  key  features  include  loans  and  a  mechanism  to  allow  state 
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health  benefit  plan  premiums  to  be  paid  through  the  retirement  plan  through  employee 
payments  and  use  of  unused  leave  time. 

The  second  plan  is  a  ''floor  offset"  plan  which  allows  most  contributions  to  be  made 
available  for  self-directed  investment.  A  floor  guarantee  would  be  established  which, 
together  with  allocations  for  certain  other  costs,  would  somewhat  reduce  the  amount 
available  for  employee  investment.  Should  investment  account  balances  fall  below  the 
floor,  the  plan  would  guarantee  a  minimum  benefit.  Immediate  vesting,  maximization  of 
investment  opportunities  coupled  with  a  safety  net  as  well  as  ftiU  portability  are  key  plan 
features. 

The  third  option  is  a  split  plan  which  would  allow  a  one-time  choice  between  a  slightly 
modified  PERS  and  a  new,  100%  defined  contribution  plan.  Employees  choosing  the 
defined  contribution  plan  would  invest  freely  within  a  state-approved  structure  for 
investment  and  enjoy  maximum  flexibility  of  contribution  levels,  investment  options, 
retirement  payouts  and  portability.  Purchases  of  specified  benefits  (annuities)  in 
retirement  from  the  PERS  would  be  allowed. 

Employees  choosing  the  modified  PERS  would  find  the  basic,  defined  benefit  structure 
with  which  they  are  now  familiar.  Local  employers  would  have  access  to  the  State  457 
Plan.  Plan  modifications  include  an  available  lump  sum  retirement  opfion  of  25%  and 
reduced  pension  accruals  in  favor  of  pre-paid,  pre-tax  health  benefit  premiums.  Also 
included  is  a  conversion  mechanism  for  unused  leave  time  for  use  in  paying  health 
premiums. 

ASA's  recommendafion  is  to  continue  studying  plan  development  by  using  the  split  plan 
described  as  the  third  option  above  but  substituting  the  50/50  hybrid  plan  for  the  100%) 
defined  contribution  option.  This  would  mean  that  existing  PERS  employees  could  stay 
with  the  existing  PERS,  choose  the  new  modified  PERS  or  select  participation  in  the 
hybrid  plan.  New  employees  would  choose  between  the  hybrid  plan  and  the  modified 
PERS. 
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EXECUTIVE  SUMMARY 


Introduction  and  Background 

ASA  conducted  12  focus  groups  in  ten  locations  with  employees  covered  by  the  Public 
Employees'  Retirement  System  (PERS).  These  focus  groups  were  designed  to  elicit  and  assess 
employees'  goals  and  needs  with  respect  to  retirement  benefits  from  PERS.  ASA  also  conducted 
6  employer  focus  groups  with  representatives  from  state  government  and  participating  counties, 
cities,  school  districts,  other  agencies  and  university  employers  to  assess  the  relevant 
characteristics,  goals,  and  fiscal  situations  of  the  different  participating  public  employer  groups. 
In  addition,  ASA  met  with  the  Public  Employees'  Retirement  Board,  representatives  of 
employee  organizations  and  the  Montana  CPERS  to  explore  expectations  of  various  parties  from 
PERS  and  for  this  study. 

Focus  group  sites  were  determined  based  on  geographic  regions  covering  both  the  eastern  and 
western  parts  of  the  state.  Consideration  was  also  given  to  covering  urban  as  well  as  rural  areas. 
Once  the  sites  were  determined,  employees  whose  work  locations  were  within  two  hour's  drive 
of  the  site  were  randomly  selected  to  participate  in  the  focus  group.  Invitations  were  mailed 
directly  to  randomly  selected  invitees  chosen  to  represent  a  cross  section  of  PERS  membership 
based  on  age,  sex,  years  of  service  and  type  of  employer. 

Focus  Group  Goals  And  Objectives 

The  primary  goal  of  the  focus  groups  was  to  determine  the  needs  and  goals  of  the  various 
participant  groups  with  respect  to  retirement  benefits  from  PERS.  In  addition,  certain  other  data 
was  gathered  on  access  to  and  utilization  of  deferred  compensation  and  other  retirement  savings 
opportunities,  preferred  means  of  receiving  information  about  the  plan,  administrative  issues 
with  respect  to  the  plans  and  other  items  which  might  best  be  addressed  in  the  context  of  a  new 
plan  design. 

At  each  focus  group,  participants  were  asked  to  spend  90  minutes  discussing  the  issues  and  were 
also  requested  to  fill  out  surveys  at  the  end  of  the  session.  The  discussions  were  facilitated  using 
a  common  rough  script  at  each  session.  Employee  focus  groups  and  surveys  were  structured  to 
gather  information  on  the  following  categories: 

•  expected  retirement  age; 

•  marital  status; 

if  married,  whether  spouse  will  have  retirement  income  from  own  earnings; 
if  married,  whether  spouse  is  covered  by  Social  Security; 

•  importance  of  having  the  opportunity  to  select  investments  (and  bear  the  associated 
investment  risk); 

•  importance  of  guaranteed  level  of  retirement  benefit; 
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importance  of  benefit  portability; 

•  understanding  of  financial  markets  and  comfort  with  making  investment  decisions 
which  will  affect  the  amount  of  retirement  income; 

•  whether  the  employee  participates  in  a  Internal  Revenue  Code  §457  or  §403(b)  plan 
in  addition  to  PERS; 

•  desired  retirement  payment  options  including  life  annuity,  joint  life  annuity,  and 
single  lump  sum. 

Employer  focus  group  featured  a  similar  session  format  and  survey,  structured  to  gather 
information  on  the  following  categories: 

•  fiscal  constraints  with  respect  to  funding  retirement  benefits; 

•  importance  of  retirement  benefits  in  attracting  and  retaining  employees; 

•  types  and  levels  of  retirement  benefits,  if  any,  which  would  help  attract  and  retain 
employees; 

•  administrative  burden  of  current  retirement  system; 

•  administrative  changes  which  would  reduce  the  administrative  burden; 

•  additional  responsibilities  the  employer  is  willing  to  accept  in  order  to  make 
retirement  benefits  more  attractive  to  employees  and  to  help  employees  meet 
retirement  goals. 

Based  on  the  information  we  gathered  from  the  employee  and  employer  focus  groups,  we  were 
able  to  link  responses  between  the  participant  census  and  focus  group  data  to  establish  a 
demographic  profile  of  responses  for  PERS  as  a  system  and  for  the  employer  groups  which 
participate  in  PERS.  We  believe  that  this  assessment  will  be  useful  in  considering  how  options 
for  change  to  PERS  satisfy  competing  interests  and  objectives. 

Key  Findings 

The  employee  and  employer  focus  groups  represented  a  significant  undertaking  by  CPERS. 
Focus  group  invitations  were  sent  to  about  3%  of  the  total  PERS  active  population.  About  1%  of 
all  members  attended  a  focus  group.  Nevertheless,  care  must  be  used  in  generalizing  the  results 
of  the  focus  groups  and  surveys  to  the  entire  employee  population. 

Invitations  to  the  focus  groups  were  issued  using  a  random  selection  process  which  attempted  to 
ensure  that  important  demographic  groups  were  represented  in  each  focus  group.  Employers 
were  encoiaraged  by  the  State  Administration  to  allow  employees  paid  time  off  to  attend  the 
focus  groups.  However,  attendance  was  voluntary  and  so  it  should  be  noted  that  those  attending 
were  likely  to  be  those  most  interested  in  the  topic  of  changes  to  PERS.  About  a  quarter  of  those 
invited  attended  the  focus  groups.  Significantly,  attendance  by  younger  employees  was  very 
light.  Finally,  in  certain  of  the  focus  groups,  there  were  a  number  of  uninvited  attendees.  Where 
these  individuals  could  be  identified,  they  appeared  to  be  among  the  strongest  proponents  of 
maintaining  the  system  without  change.  Thus,  rather  than  viewing  the  results  of  the  focus  groups 
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as  representative  of  the  entire  population,  it  is  perhaps  more  accurate  to  characterize  these  results 
as  representative  of  employees  that  are  more  than  usually  interested  in  the  PERS  system;  for 
purposes  of  understanding  the  entire  population,  it  is  important  to  see  how  responses  change  as 
age  decreases. 

In  the  focus  group  discussions,  certain  issues  resonated  strongly.  The  most  common  issue  raised 
directly  by  employees  was  concern  over  changes  to  the  system.  Particularly  in  the  employee 
focus  groups,  employees  repeatedly  questioned  whether  undesirable  changes  would  be  imposed 
on  all  employees.  Even  if  the  changes  were  elective  and  all  current  employees  were  given  the 
option  to  stay  in  the  current  plan,  there  was  concern  that  employees  electing  the  new  program  not 
weaken  the  solvency  of  PERS.  While  this  concern  also  appeared  in  the  employer  focus  groups,  it 
was  by  no  means  as  dominant  as  in  the  employee  groups. 


The  most  common  items  brought  up  in  the  discussions  were  as  follows: 


Employee  Ranking 

Employer  Ranking 

(by  percentage  of 

(by  percentage  of 

Issue 

employees  raising) 

employers  raising) 

Do  not  change  the  current  system 

1 

1 

Add  self-directed  options  to  the  program 

3 

2 

Provide  earlier  retirement  (25  years) 

4 

3 

Add  choices  and  flexibility  to  the  system 

2 

4 

Mandatory  savings  feature  of  the  program  is 

12 

5 

important 

Additional  portability  of  service 

5 

10 

Of  particular  importance  is  the  wide  margin  by  which  employees  raised  the  concern  over  changes 
to  the  system.  43%  of  employees  spoke  on  the  issue  in  comments  at  the  meetings,  compared 
with  13%  speaking  out  on  adding  choices  and  flexibility  to  the  system.  In  contrast,  while  35%  of 
employers  spoke. on  the  importance  of  avoiding  change,  32%  also  spoke  about  adding  self- 
directed  options  to  the  program.  Thus,  employees  attending  the  focus  groups  were  very 
concerned  that  changes  to  the  system  will  affect  them  adversely;  this  concern  was  overriding  for 
many  employees,  even  though  the  focus  group  and  script  were  targeted  on  discussion  of  change 
rather  than  on  the  status  quo. 

Using  the  surveys  that  were  handed  out  at  the  meetings,  we  are  able  to  review  differences  in 
employee  attitudes  by  various  demographic  characteristics  including: 

•  age 

•  service 

•  sex 

•  salary  level 

•  type  of  employer 


Of  these,  the  key  indicators  appear  to  be  service  and  employer.  This  is  borne  out  by  the 
experience  of  the  focus  group  facilitators;  in  the  focus  groups,  concerns  regarding  PERS  were 
typically  similar  among  employees  of  similar  employers  or  among  employees  with  similar 
service.  Shorter  service  employees  show  relatively  greater  interest  than  other  employees  in 
portability  of  benefits  and  ability  to  direct  investments.  They  are  relatively  less  concerned  with 
automatic  benefit  increases  and  guaranteed  levels  of  benefits. 

Employers  attending  the  focus  groups  represented  city,  county,  state  central  payroll,  other 
agencies,  school  districts  and  universities.  Invitations  were  sent  to  the  employer  with  a  request 
that  they  send  individuals  that  were  familiar  with  the  fiscal  and  budgetary  side  of  the  entity  and 
with  the  benefits  function.  Most  attendees  were  also  long-term  participants  in  the  PERS  and, 
from  the  responses  to  the  discussion  items,  may  have  had  some  difficulty  in  separating  employer 
and  participant  roles  in  evaluating  changes  to  the  plans.  While  many  employers  listed  similar 
personnel  and  other  issues,  the  following  distinguishing  features  of  the  different  employer  types 
were  clear: 

•  School  district  and  university  employers  have  a  very  different  perspective  on  PERS  than 
other  employers.  This  is  in  large  part  because  the  majority  of  the  professional  staff  of  these 
employers  are  covered  by  other  plans.  Part-time  issues  were  of  particular  importance  to  this 
group,  including  the  complexity  of  administering  catch-up  provisions  for  part  time 
employees  entering  the  plan. 

•  School  district,  university,  city  and  county  employers  appeared  to  face  a  fairly  stable 
employment  picture,  but  state  and  local  agency  employers  were  much  more  concerned  with 
changes  in  employment  skills  or  in  the  size  of  the  workforce  needed.  Portability  was  a 
significant  concern  for  agencies,  state  and  university  employers.  Few  employers  believe  that 
the  particular  design  of  the  pension  plan  is  a  significant  factor  in  employee  recruitment  (more 
important  is  that  a  plan  exists),  but  many  employers  find  the  plan  useful  in  retention. 

•  Local  employers  do  not  see  any  room  in  budgets  to  bear  any  increased  costs  that  could  occur 
with  a  plan  change. 

•  Most  employers  would  like  to  see  similarity  between  plans  that  cover  different  types  of 
workers.  In  particular,  differences  between  PERS  and  the  Teachers  Retirement  System  were 
commented  on. 

•  Employers  see  significant  value  in  adding  investment  direction  and  control  to  the  plan,  and  in 
giving  increased  ability  to  transfer  service  credit  between  PERS  and  other  employers,  while 
viewing  the  guarantee  features  of  the  plan  as  much  less  significant  than  did  employee 
respondents. 

The  following  sections  provide  a  more  detailed  analysis  of  issues  raised  at  the  focus  sections, 
analyze  the  survey  filled  out  by  employees  and  by  employers  and  finally  provide  copies  of  the 
rough  script  used  to  coordinate  the  focus  groups  and  copies  of  the  surveys. 
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EMPLOYEE/EMPLOYER  FOCUS  GROUP  DISCUSSIONS 


Introduction  and  Background 

The  employee  and  employer  focus  group  discussions  were  designed  to  solicit  employee  and 
employer  input  on  the  current  PERS  plan  and  to  determine  what  changes  CPERS  should 
recommend. 

The  facilitators  at  each  focus  group  lead  the  discussions  by  asking  the  attendees  a  set  of  questions 
relating  to  the  current  and  potential  fiiture  plan  features  (a  copy  of  these  questions  is  located  in 
the  appendix  of  this  document).  In  most  cases,  the  invitees  were  open  about  their  comments.  In 
a  few  cases  where  the  invitees  were  not  responding  to  the  questions,  the  facilitators  prompted 
each  individual  for  their  comments.  From  the  responses  to  these  questions,  we  were  able  to 
determine  the  plan  features  that  the  employees  and  employers  were  most  interested  in  or  for 
which  they  showed  the  most  concern. 
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I. 


c  c 


Issues  Raised  by  Employees  in  Focus  Group  Discussions 


i\,diispcii 

IV^issould 

DUtte 

Helena 

Bozeman 

Great  rails 

Billings 

Havre 

Glasgow 

Glendive 

Total 

Do  not  change  the  system 

3% 

2% 

3% 

0.4% 

4% 

6% 

4% 

10% 

8% 

3% 

43% 

Add  choices  &  flexibility  to  the  system 

A  00/ 

0.6% 

2% 

2% 

3% 

2% 

1% 

0.8% 

0.4% 

13% 

Add  self-directed  options  to  the  system 

1% 

2% 

2% 

0.4% 

0.4% 

5% 

0.8% 

0.8% 

13% 

Provide  earlier  retirement  (25  years) 

0.8% 

2% 

2% 

2% 

2% 

3% 

- 

0.8% 

- 

12% 

Aua  ronaDiiity 

0.6% 

r\  AO/ 

0.4% 

2% 

0.8% 

5% 

0.4% 

— 

0.4% 

10% 

Add  portability  of  employer  monies 

1  0/ 

1% 

0.4% 

0.8% 

0.4% 

— 

7% 

— 

9% 

want  Detter  l-ula 

1  0/ 
1% 

1% 

A  AO/ 

0.4% 

3% 

1% 

0.4% 

7% 

Increase  return  on  investment 

0.8% 

0.4% 

0.8% 

0.8% 

0.4% 

2% 

0.8% 

6% 

Allow  variable  %  contribution  to  PERS 

0.4% 

2% 

~ 

- 

- 

~ 

2% 

~ 

2% 

6% 

Option  to  contribute  more  &  get  better  benefits 

0.4% 

0.4% 

0.4% 

1% 

-- 

3% 

— 

0.8% 

— 

— 

6% 

Need  better  retiree  health  benefits  (pre-tax) 

1 0/ 

f\  AO/ 

1 0/ 

I  /o 

r\  on/ 

0.4% 

0.8% 

5% 

Mandatory  savings  is  important 

f\  00/ 
0.6% 

0.8% 

2% 

♦ 

0.8% 

4% 

Need  more  investing  education 

0.4% 

1% 

0.4% 

0.4% 

1% 

3% 

Want  access  to  deferred  compensation 

0.4% 

~ 

0.4% 

- 

- 

0.4% 

0.8% 

0.8% 

- 

3% 

Better  purchase  rate  for  service 

0.8% 

A  AO/ 

0.4% 

0.4% 

0.8% 

0.8% 

3% 

Want  sick  leave  applied  to  retirement  benent  calculation 

n  AO/ 

1  0/ 

I  /o 

f\  AO/ 

U.4% 

A  AO/ 

0.4% 

A  00/ 

0.8% 

3% 

Change  vesting  schedule 

f\  AO/ 

Ci  CO/ 

f\  AO/ 

U.4% 

A  AO/ 

A  A  0/ 

0.4% 

2% 

Rpfirt^p*;  ^hniilH  h(*  pivpn  *;amp  ontions  a*;  pmnlnvpp"? 

0.4% 

w.o  /o 

\J.H  /O 

U.*4  /O 

Z  /o 

Administration  costs  are  too  high 

0.4% 

0.8% 

0.4% 

2% 

Want  identical  retirement  plans  with  other  systems 

0.4% 

0.4% 

0.4% 

1% 

2% 

Current  pension  schedule  is  o.k. 

0.4% 

0.4% 

0.4% 

1% 

Pre-tax  contributions  are  important 

0.4% 

0.8% 

1% 

Part  time  work  rules  are  a  problem 

0.4% 

0.4% 

Ability  to  opt  out  of  PERS  for  first  few  years  of 

employment 

0.4% 

0.4% 

0.8% 

Note:  Detailed  figures  may  not  add  to  totals  shown  due  to  rounding. 

All  percentages  shown  as  a  percent  of  the  total  of  258  attendees 
*        People  in  these  groups  responded  negatively  to  Mandatory  Savings. 
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Issues  Raised  by  Employers  in  Focus  Groups 


Response 


Do  not  change  the  system 
Add  self-directed  options  to  the  program 
Provide  earlier  retirement  (25  years) 
Add  choices  &  flexibility  to  the  system 
Mandatory  savings  is  important 

Option  to  contribute  more  and  get  better  benefits 
Retirees  should  be  given  same  options  as  employees 
Need  more  investing  education 
Want  better  COLA 
Add  portability 

Need  better  retiree  health  benefits  (pre-tax) 
Add  portability  of  employer  monies 
Want  identical  retirement  plans  with  other  systems 
Ability  to  opt  out  of  PERS  for  first  few  years 
of  employment 

Allow  variable  %  contributions  to  PERS 

Current  pension  vesting  schedule  is  o.k. 

Increase  return  on  investment 

Want  access  to  deferred  compensation 

Better  purchase  rate 

Part  time  work  rules  are  a  problem 

Want  sick  leave  applied  to  retirement  benefit  calculation 
Administration  costs  are  too  high 
Change  vesting  schedule 


Missoula 


5% 
2% 
8% 
11% 
2% 

2% 

4% 

1% 

5% 


2% 
3% 

1% 


Butte 


15% 
1% 
13% 
12% 
14% 


14% 

1% 
1% 


3% 

2% 
2% 
1% 


Note:   Detailed  figures  inay  not  add  to  totals  shown  due  to  rounding. 

All  percentages  shown  as  a  percentage  of  the  total  of  93  attendees. 


Helena 
(1) 


2% 

8% 

2% 
4% 

12% 
2% 
3% 
12% 


4% 
2% 


1% 


1% 


Helena 
(2) 


2% 
11% 

2% 


3% 

3% 
1% 
3% 

1% 
1% 


Billings 


4% 
3% 

1% 


1% 

2% 
3% 


1% 
2% 

3% 
2% 


1% 


1% 


Glendive 


6% 
15% 


2% 

2% 

2% 

3% 

3% 
4% 

2% 
2% 
1% 
2% 


Total 

35% 
32% 
29% 
28% 
20% 

18% 
17% 
15% 
13% 
1 1% 

9% 
8% 
8% 

6% 
6% 

5% 
5% 
4% 
3% 
3% 

2% 
2% 
1% 
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ANALYSIS  OF  THi  ^.MPLOYEE  BENEFITS  SURVEY 


Background  Information 

Participants  in  each  of  the  employee  and  emp lover  focus  groups  were  asked  to  take  a  few 
minutes  to  complete  a  survey  on  retirement  savings  and  desired  benefit  options  (a  copy  of  this 
survey  is  located  in  the  appendix  of  this  document),  ''he  purpose  of  the  survey  was  to  obtain 
information  on  the  employees'  retirement  plans,  currc.  savings  for  retirement  and  to  obtain 
employee  and  employer  opinions  about  those  benefit  featur.  ■  they  value  most. 

Analysis  of  Employee  Survey  Results 

Survey  responses  were  tabulated  and  averaged  for  each  of  the  employ  .^e  focus  groups.  A  total  of 
746  employees  covered  by  PERS  were  invited  to  participate  in  the  employee  focus  groups.  Of 
those  invited,  201  attended  the  focus  groups  and  an  additional  57  employees  attended  who  were 
not  initially  invited  in  the  selection  process.  A  total  of  243  surveys  were  completed  by  the 
employees. 

The  employees  were  asked  in  the  survey  to  provide  their  social  security  number.  Using  their 
social  security  numbers,  we  were  able  to  do  a  match  against  participant  census  data  to  match 
information  provided  in  the  survey  to  demographic  characteristics  of  the  respondents  (e.g.,  age, 
sex,  salary).  The  employees  were  also  asked  to  allocate  percentages  of  their  retirement  income 
that  they  expect  to  receive  from  various  sources,  (i.e.  continued  employment,  spouse's  pension 
benefits.  Social  Security),  as  well  as  to  allocate  percentages  of  their  savings  invested  outside  of 
the  PERS  plan  in  various  investment  types  (i.e.  stocks,  bonds,  CD's).  In  addition,  the  employees 
were  asked  to  rank  from  1  to  8  the  current  benefit  features  and  possible  plan  changes  most 
important  to  them,  with  1  representing  the  most  important  feature  and  8  the  least  important. 

The  following  charts  summarize  attendance  at  the  sessions  and  some  of  the  demographic 
characteristics  of  attendees. 
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Participation  by  Location 


Invitees 

Invitee  Participation 

Total  Number 

Total  Surveys 

Location 

Invited 

Attended 

Percentage 

of  Attendees 

Completed 

Billings 

118 

14 

12% 

19 

19 

Bozeman 

68 

28 

41% 

33 

33 

Butte 

61 

14 

23% 

17 

17 

Glasgow 

60 

12 

20% 

21 

17 

Glendive 

60 

15 

25% 

18 

17 

Great  Falls 

59 

14 

24% 

16 

16 

Havre 

59 

11 

19% 

25 

21 

Helena 

139 

51 

37% 

56 

52 

Kalispell 

62 

24 

39% 

29 

27 

Missoula 

60 

18 

30% 

24 

24 

Total 

746 

201 

27% 

258 

243 

Based  on  surveys  filled  out  by  attendees  and  counts  of  attendees  at  each  meeting. 


Summary  of  Employee  Focus  Group  Attenaees 
Who  Responded  to  the  Survey 
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Summary  of  Alt  ^ndance  by  Age  and  Service 


Age 

Attendees 

Percent  of  Invited 

<  30  Years  Old 

0 

0% 

30  -  40  Years  Old 

43 

28% 

40  -  50  Years  Old 

89 

30% 

50  -  60  Years  Old 

53 

30% 

60+  Years  Old 

16 

22% 

Total 

201 

27% 

Service 

Attendees 

Percent  of  Invited 

<  5  Years  Service 

29 

16% 

5-10  Years  Service 

53 

25% 

10-15  Years  Service 

39 

28% 

15-20  Years  Service 

33 

34% 

20  -  25  Years  Service 

32 

39% 

25  -  30  Years  Service 

11 

48% 

30  +  Years  Service 

4 

27% 

Total 

201 

27% 

11 


Employee  Expected  Retirement  by  Age 


Current  Age 

Average  Expected  Age  of 
Retirement 

Percent  of  Income  Expected 
to  Need  at  Retirement 

<  30  Years  Old 

N/A 

N/A 

30-40  Years  Old 

57 

90% 

40  -  50  Years  Old 

59 

75%  . 

50  -  60  Years  Old 

60 

79% 

60+  Years  Old 

65 

77% 

Overall  Average 

60 

75% 

12 


Marital  Status 


Number 

Percent 

Number  of  those  responded  who  are 
married 

188 

78% 

How  many  respondees  have  a  spousal 
benefit 

114 

48% 

Of  married,  percent  with  spousal  benefit 

114 

61% 
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Willingness  to  Contribute  More/Less  to  Retirement  Plan 


Number 
Yes    No    No  Response 

Percent  of  Total  Surveys 
Yes     No      No  Response 

Would  you  be  willing  to  have  a  smaller 
benefit  if  contributions  were  lower? 

Would  you  be  willing  to  have  larger 
contributions  if  benefits  were  higher? 

20     189  34 
207     22  14 

8%     78%  14% 
85%     9%  6% 
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Investment  of  Savings 


Investment  Type 

Percentage  of  Savings  Invested 

Stocks 

28% 

Bonds 

9% 

Guaranteed  Income 

13% 

Money  Market 

22% 

Other 

28% 

Total  Responses 

176 

Investment  sources  listed  under  "Other"  included  real  estate,  401(k)  monies,  IRA's,  mutual  funds 
and  deferred  compensation. 

Those  responses  which  did  not  total  to  100%  were  adjusted  proportionately  to  sum  to  100%.  For 
example,  if  an  individual  responded  that  10%  of  his  investments  were  in  stocks,  10%  in  bonds, 
and  20%  in  other  outside  investments,  the  percentages  would  have  been  adjusted  to  show  that 
25%  of  the  investments  were  in  stocks,  25%  in  bonds,  and  50%  in  outside  investments. 
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Excluding  PERS  What  Percent  of  Your  Anticipated  Retirement  Income  Have 

You  Already  Saved? 


Current  Age 

Number  of  Responses 

Average  Percentage 
Already  Saved 

<  30  Years  Old 

0 

N/A 

30  -  40  Years  Old 

24 

10% 

40  -  50  Years  Old 

52 

15% 

50  -  60  Years  Old 

41 

28% 

60+  Years  Old 

10 

34% 
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Eligibility  to  Participate  in  a  Deferred  Compensation  Plan  by  Age 


Current  Age 

Number  Eligible  for  DC  Plan 
Yes        No      No  Response 

Percentage  Eligible 
Yes  No 

for  DC  Plan  by  Age 
No  Response 

<  30  Years  Old 

0 

0 

0 

0% 

0% 

0% 

30  -  40  Years  Old 

38 

4 

7 

78% 

8% 

14% 

40  -  50  Years  Old 

85 

7 

10 

83% 

7% 

10% 

50  -  60  Years  Old 

46 

10 

8 

72% 

16% 

12% 

60+  Years  Old 

13 

3 

-> 

68% 

16% 

16% 

Total 

182 

24 

28 

78% 

10% 

12% 

Excludes  9  people  whose  date  of  birth  was  not  on  the  census  data  tape. 
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Percent  of  Pay  Contributed  to  Deferred  Compensation  Plan  each  Month 


Average  Contribution  Percentage 

Number 

Percentage 

0% 

65 

39% 

0%-2% 

14 

8% 

2%-4% 

28 

1  7% 
1  /  /o 

4%-6% 

19 

11% 

6%-8% 

13 

8% 

8%-10% 

11 

7% 

10%- 12% 

3 

2% 

12%- 14% 

3 

2% 

14%- 16% 

6 

3% 

>16% 

6 

3% 

Total  Responses 

168 

N/A 

The  Average  Contribution  Percentage  information  was  provided  in  a  number  of  forms  such  as 
monthly  contribution  amounts,  armual  contribution  amounts,  or  a  percentage  contribution.  A 
subjective  determination  was  made  to  convert  the  monthly  or  annual  contribution  amounts  into  a 
percentage  of  pay. 
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Benefit  Preferences 

The  following  graphs  show  the  relative  importance  of  different  plan  features  to  employees  based 
on  employee  responses  to  questions  that  asked  them  to  rank  the  importance  of  features  of  the 
current  plan  and  of  potential  plan  changes.  For  each  feature,  the  graph  shows  the  percentage  of 
survey  responses  that  listed  a  particular  feature  among  the  three  most  important  issues  (i.e.  the 
item  was  ranked  1,2,  or  3  in  importance  by  the  employee).  For  the  text  of  the  survey  see  the 
section  "Employee  Focus  Group  Questions  and  Benefits  Survey". 

The  results  of  these  preference  questions  are  then  displayed  with  respect  to  a  number  of  potential 
demographic  variables  of  interest.  The  first  set  of  graphs  shows  employee  responses  when  asked 
to  rank  features  of  the  current  plan  design.  The  first  graph  (A-1)  reviews  the  surveys  of  PERS 
members  that  were  invited  to  the  focus  groups  versus  those  that  were  not  on  the  original 
invitation  list.  While  the  non-invited  tend  to  focus  more  strongly  on  retirement  age  issues,  their 
responses  do  not  appear  to  significantly  skew  the  results.  Note  however,  that  individuals  that  are 
not  PERS  members  are  entirely  excluded  from  these  comparisons. 

The  graphs  show  clear  support  among  the  respondents  for  the  guarantee  features  of  the  current 
system:  the  guaranteed  level  of  benefits  and  the  automatic  benefit  increases.  Graph  A-2  shows 
the  guaranteed  level  of  benefits  is  particularly  important  to  female  survey  respondents.  Other 
than  the  importance  of  the  guarantee  feature,  male  and  female  respondents  assign  high  value  to 
similar  features  in  the  current  plan. 

Graph  A-3  displays  differences  by  type  of  employer.  In  reviewing  these  numbers,  it  is  important 
to  note  that  the  "Other  Agencies"  survey  results  are  based  on  only  6  responses,  so  undue 
emphasis  should  not  be  given  to  the  relative  magnitude  of  those  numbers  shown.  Of  interest  here 
is  the  much  greater  concern  by  university  employees  with  the  amount  of  employer  contribution 
and  a  relatively  greater  focus  on  early  retirement  benefits.  This  contrasts  with  a  greater  focus  on 
normal  retirement  benefits  among  the  school  district  employee  population. 

Graph  A-4  shows  differences  in  the  evaluation  of  current  plan  features  by  age  of  the  respondent. 
As  might  be  anticipated,  the  benefit  guarantees,  automatic  benefit  increases  and  benefit  at  normal 
retirement  (NRA)  increase  in  importance  as  employees  age.  This  and  the  following  graph  (which 
shows  results  by  employee  service  levels)  show  that  the  amount  of  the  employer  and  employee 
contribution  are  a  significant  concern  to  younger  and  shorter  service  employees,  but  of  less 
concern  as  the  employees  reach  the  middle  of  their  careers  with  the  system. 

Graphs  A-6  and  A-7  show  differences  in  results  by  salary  level  and  display  the  different  results 
by  focus  group  location. 
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The  next  set  of  graphs  demonstrate  the  values  assigned  to  potential  plan  changes.  As  before,  the 
graphs  display  differences  by  invitation,  sex,  employer  type,  age,  service,  salary  and  location. 
Items  of  note  include: 

•  Respondents  continue  to  show  strong  support  for  the  guarantee  features  of  the  current 
system. 

•  Female  respondents  continue  to  be  more  concerned  than  male  respondents  with 
guaranteed  levels  of  benefits,  but  also  show  significant  interest  in  the  ability  to  direct 
the  investment  of  their  PERS  contributions. 

•  Ability  to  direct  investments  is  a  relatively  more  significant  issue  for  university, 
central  payroll  and  other  agency  employees  than  for  city  and  school  district 
employees.  Lump  sum  availability  is  relatively  more  important  to  university 
employees  than  to  other  types  of  employees. 

•  The  importance  of  portability,  investment  direction  and  lump  sum  availability  are  all 
much  more  significant  to  younger  respondents  than  to  older  ones.  Shorter  service 
employees  also  find  portability  and  investment  direction  more  important  than  longer 
service  employees.  The  importance  of  annual  benefit  increases  and  of  guaranteed 
levels  of  benefits  increases  significantly  with  age  and  with  service. 

In  evaluating  potential  changes  to  the  plan,  certain  participants  gave  high  priority  to  "Other" 

changes.  Items  listed  as  other  included: 

•  25  Year  Retirement 

•  Cost  of  Living  Adjustment 

•  Retiree  Health  Benefits  (5  times) 

•  Higher  Percent  of  Rate  of  Return  but  not  High  Risk 

•  Less  Years  of  Service  for  Retirement 

•  Loan  Option 

•  Lower  Age  Requirement  for  Retirement  and  Increased  Contributions 

•  Lower  Retirement  Age,  20  Year  Plan 

•  Lower  Years  of  Service  Requirement 

•  Vesting  in  Employer  Contributions 

•  Availability  of  Deferred  Compensation 
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ANALYSIS  OF  THE  EMPLOYER  BENEFITS  SURVEY  | 


A  similar  process  was  used  to  invite  employer  representatives  to  the  focus  groups  and  to 
elicit  written  survey  priorities  as  well  as  focus  group  discussion.  However,  choosing  the 
appropriate  individuals  to  attend  the  session  was  left  to  the  discretion  of  the  employer, 
with  the  understanding  that  both  financial  and  benefits  perspectives  would  be  useftil  in 
evaluating  the  effects  of  the  PERS.  Between  one-third  and  all  of  the  employers  within 
reasonable  distance  of  the  focus  group  were  invited  to  the  sessions,  depending  on  the 
relative  number  of  employers  in  the  area.  However,  due  to  the  different  manner  in  which 
invitations  were  issues,  it  is  not  possible  to  track  whether  participants  were  invited  or  not 
from  the  survey  data.  However,  based  solely  on  the  discussion  in  the  focus  groups,  it  did 
not  appear  that  there  were  significant  numbers  of  uninvited  participants.  A  total  of  89 
surveys  were  completed  by  the  employer  representatives. 


Participants  by  Location 


Total  Number 

Total  Surveys 

Location 

of  Attendees 

Completed 

Billings 

13 

13 

Butte 

13 

12 

Glendive 

15 

15 

Helena 

11 

10 

Helena 

17 

17 

Missoula 

24 

22 

Total 

93 

89 

The  employers  were  asked  to  rank  the  current  and  proposed  plan  features  both  as  they 
perceived  the  importance  to  employees  and  also  in  terms  of  importance  to  them  in  their 
role  as  employers.  The  following  graphs  show  the  relative  importance  of  different  plan 
features  by  employer  type  and  by  focus  group  location.  For  each  feature,  the  graph  shows 
the  percentage  of  survey  responses  that  listed  the  feature  among  the  top  three  issues  of 
importance  (i.e.  the  item  was  ranked  1,2,  or  3  in  importance  by  the  employer).  For  the 
text  of  the  survey  see  the  section  "Employer  Focus  Group  Questions  and  Benefits 
Survey". 

In  interpreting  these  results  it  is  important  not  to  overweight  responses  fi-om  university 
employers,  as  only  two  university  employers  filled  out  surveys. 

Items  of  note  in  the  surveys  include: 

•  Employers  thought  that  the  guaranteed  features  of  the  plan,  including  the 
automatic  benefit  increase,  were  much  less  important  to  the  employee  body  in 
general  than  did  the  employee  respondents.  Employers  felt  that  the  level  of 
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employer  and  employee  contributions  was  much  more  important  to  employees 
than  did  the  employee  respondents.  The  employer  ranking  of  issues  from  an 
employee  perspective  was  fairly  similar  to  that  of  younger  shorter  service 
employee  respondents. 

In  ranking  possible  plan  changes  from  the  perspective  of  their  employees, 
employers  tended  to  give  relatively  greater  importance  to  the  ability  to  transfer 
service,  to  direct  investments  and  to  take  benefits  as  a  lump  sum  than  did  the 
employee  respondents  to  the  survey. 

The  differences  by  focus  group  are  also  of  interest.  Of  particular  note  are  the 
two  Helena  focus  groups.  Of  these,  Helena  (1)  had  primarily  middle 
managers  of  state  employers,  while  Helena  (2)  was  comprised  largely  of 
senior  state  administrators  and  officials. 

In  ranking  the  importance  of  the  current  features  of  the  plan  to  the  employers 
in  their  employer  role,  the  guaranteed  level  of  benefit  assumes  somewhat 
greater  prominence  to  the  employers  than  it  did  in  their  evaluation  of 
employee  desires.  Most  significant,  however,  is  the  increase  in  the  importance 
of  the  amount  of  contribution,  when  measured  from  the  employer  perspective 
versus  the  employer's  version  of  the  employee  perspective. 
Finally,  for  purposes  of  attaining  human  resource  management  goals, 
employers  believe  that  granting  investment  direction  and  control  is  a  key 
feature  of  any  plan  change,  even  though  they  do  not  see  it  as  being  as 
significant  from  the  point  of  view  of  their  employees.  Similarly,  employers 
do  not  see  the  automatic  benefit  increases  as  ranking  among  the  top  three 
priorities  from  the  perspective  of  their  management  needs  in  a  plan  design, 
although  they  recognize  that  many  employees  find  it  to  be  an  important 
feature. 
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FACILITATOR'S  INTRODUCTORY  REMARKS 


Introductory  Remarks 

•  Introduce  facilitators 

•  House  Bill  90  passed  by  1997  Montana  Legislature  calling  for  CPERS  to  develop 
modification  or  replacement  of  PERS 

♦  existence  of  study  does  not  commit  the  Legislature  to  definitely  change  the  plan 

♦  changes  will  be  proposed  to  1999  Legislature  for  their  consideration 

•  ASA  hired  by  CPERS  to  help  design  a  modification  or  replacement  to  PERS 

•  CPERS  must  propose  a  plan  that  would  include 

♦  increased  portability  of  contributions 

♦  increased  flexibility  to  allow  plan  members  a  choice  in 

■  selecting,  from  group  of  set  amounts,  amount  of  the  member's 
contribution  to  PERS 

■  directing  investments  and 

■  "  selecting  form  of  benefit  payout 

♦  retirement  plan  component  that  will  provide  specified  benefit  in  retirement 

•  Purpose  of  focus  group  is  to  get  your  input  on  PERS  and  what  changes  you  think  CPERS 
should  recommend. 

•  We  understand  the  PERS  Board  is  also  interested  in  reviewing  the  results  of  the  focus 
groups  for  ideas  on  improving  service,  and  that  the  results  will  be  available  to  the 
legislature  to  assist  them  in  reviewing  the  CPERS  recommendations. 

•  Just  to  set  some  ground  rules,  we  are  not  involved  in  the  administration  of  the  current 
plan  and  will  not  be  providing  answers  to  questions  about  how  the  current  plan  works,  or 
with  respect  to  your  particular  benefit  situation.  The  PERS  Board  has  assembled  a  very 
helpful  and  competent  staff  that  can  answer  these  types  of  questions.  If  you  need  the 
telephone  number  for  the  PERD,  please  just  let  us  know  after  the  session. 

•  We  will  begin  with  brief  written  survey  &  then  have  group  discussion.  Please  do  not 
complete  the  back  of  the  survey  until  the  end  of  the  session. 

•  Total  duration  of  focus  group  will  be  90  minutes 

•  Please  complete  front  of  survey  now,  back  at  end  of  session. 
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FOCUS  GROUP  QUESTIONS 


1.  What  do  you  like  about  the  current  PERS  plan?  What  would  you  like  to  see 
changed? 

a)       If  no  one  starts  the  discussion,  you  may  use  the  following  features  to 
prompt  discussion: 

i)  adequacy  of  benefits? 

ii)  retirement  eligibility? 

iii)  guaranteed  benefit? 

iv)  money  purchase  feature? 

v)  automatic  post-retirement  benefit  adjustment? 

2.  Now  we  would  like  to  take  a  few  minutes  to  discuss  some  of  the  current  and 
potential  features  of  the  plan  in  general  terms.  In  particular,  we  are  interested  in 
your  input  on  the  types  of  changes  that  are  contemplated  by  HB90.  Just  to  remind 
everyone  of  what  was  in  the  bill,  CPERS  must  propose  changes  that  would  allow 
for: 

a)  increased  portability  of  contributions 

b)  increased  flexibility  to  allow  plan  members  a  choice  in 

i)  selecting,  from  group  of  set  amounts,  amount  of  the  member's 
contribution  to  PERS 

ii)  directing  investments  and 

iii)  selecting  form  of  benefit  payout 

c)  a  retirement  plan  component  that  will  provide  a  specified  benefit  in 
retirement 

Let's  talk  first  about  portability. 

Portability  generally  refers  to  two  concepts. 

a)  How  much  or  little  value  an  employee  loses  when  changing  employers, 
and 

b)  the  ability  to  apply  the  value  of  the  old  plan  under  (or  convert  the  value 
into)  the  retirement  programs  of  the  new  employer  . 

For  instance,  under  the  current  PERS  plan,  if  you  change  employment  to  another 
PERS  employer,  generally  your  pension  benefit  will  go  with  you,  and  your 
benefits  will  be  calculated  as  if  you  had  stayed  with  one  employer  for  your  whole 
career  (but  based  on  the  pay  you  get  from  the  new  employer).  Thus  your  pension 
is  fully  portable  between  other  employers  that  are  members  of  PERS.  However, 
if,  for  instance,  you  leave  governmental  service  before  vesting,  the  money 
contributed  by  your  employer  stays  in  the  plan  and  you  receive  a  refund  of  your 
contributions  with  interest. 
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In  defined  contribution  type  plans,  money  is  allocated  directly  to  each  participant. 
Portability  under  these  type  plans  usually  refers  to  how  much  of  the  employer- 
derived  benefit  is  vested,  and  whether  the  employee  can  take  the  account  to  a  new 
employer's  fund. 

In  defined  benefit  plans,  portability  often  revolves  around  the  ability  to  transfer 
credit  for  your  prior  years  of  service  to  a  new  employer.  Some  plans  do  this  by  a 
direct  transfer  of  credits  or  by  reciprocity  agreements;  others  by  allowing  a  lump 
sum  option  that  converts  the  existing  benefit  value  to  cash. 

There  are  cost  implications  for  expanded  portability.  If  the  plan  allows  all 
moneys  to  go  with  the  employee  when  the  employee  leaves  there  is  less  money 
left  for  those  who  retire,  thus  benefits  must  be  reduced  or  costs  to  ftind  the  plan 
increased. 

We  would  like  to  get  your  input  and  reactions  to  the  trade-offs  between  portability 
and  affordability.  We  also  would  like  to  hear  from  you  how  important  it  is  to 
maintain  portability  between  PERS  employers  versus  between  non-PERS 
governmental  and  private  sector  employers. 

With  that  I'd  like  to  open  the  floor. . . . 

(Prompt  discussion  by  asking,  what  percentage  of  the  benefit  should  be  fully 
portable?,  after  how  many  years  of  service  should  the  fraction  of  the  benefit  that  is 
fully  portable  be  available?  how  much  extra  cost  would  they  be  willing  to  bear  to 
have  that  level  of  portability?) 

Next  we  would  like  to  discuss  the  ability  to  direct  the  investment  of  retirement 
moneys.  In  some  plans,  employees  and  retirees  are  allowed  to  allocate  retirement 
moneys  to  different  classes  of  investments.  Each  employee  and  retiree  can  choose 
a  different  mix  -  where  one  person  is  80%  in  the  stock  market  and  20%  in  bonds, 
while  another  person  might  choose  to  invest  50%  in  the  stock  market,  30%  in 
money  market  investments  and  the  rest  in  bonds. 

a)  How  much  flexibility  should  employees  and  retirees  have  to  invest 
retirement  money?  (E.g.,  what  percentage  of  the  money  should  they  be 
able  to  invest  and  both  bear  the  risks  of  underperformance  and  reap  the 
rewards  of  performance  better  than  anticipated?) 

b)  How  familiar  are  you  with  making  investments? 

c)  What  types  of  investments  should  be  allowed?  (Some  plans  allow 
employees  and  retirees  to  pick  specific  stocks  and  bonds) 

d)  How  many  types  of  asset  classes  should  employees  and  /or  retirees  have  to 
choose  from? 

e)  Should  retirees  have  different  choices  and  restrictions  than  active 
employees? 


4.  Now,  let's  talk  about  how  much  risk  employees  and  retirees  should  have?  If  the 
plan  were  structured  solely  to  base  benefits  on  your  individual  savings,  there  is  a 
risk  of  living  too  long  and  running  out  of  savings,  or  of  investing  poorly  or 
retiring  in  a  bad  market.  However,  employees  may  want  to  take  on  these  risks  in 
exchange  for  the  rewards  of  investing  well,  or  the  ability  to  build  an  estate.  Other 
risks  include  the  risk  of  inflation  eroding  pension  income.  What  are  the  risks  that 
you  are  most  concerned  with?  How  much  of  the  money  that  is  contributed  to 
PERS  should  be  used  to  protect  against  those  risks?  How  important  is  it  to  you  to 
have  a  guaranteed  retirement  benefit  that  does  not  depend  on  how  well  your 
investments  did? 

5.  Next  we  would  like  to  get  your  views  on  early  retirement  and  on  the  different 
types  of  pension  benefit  currently  available  or  that  you  would  like  to  see.  For 
instance,  what  plans  have  you  made  regarding  retirement,  at  what  age  do  you  plan 
to  retire?  Also,  should  any  new  plans  provide  for  the  ability  to  receive  the  benefit 
as  a  monthly  pension  payable  for  life?  As  a  lump  sum? 

6.  Given  all  of  the  above,  if  you  could  make  only  1  change  in  PERS,  what  would  it 
be? 

7.  Any  final  concerns?  Are  there  any  other  issues  you  would  like  to  bring  up? 
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BENEFITS  SURVEY 


PERS  Survey  for  Employee  Focus  Group  Participants 


Name: 


Employer  Name: 


Social  Security  Number: 

Date:  12/  191  Time:   :  am/pm 

How  well  do  you  understand  the  current  PERS  benefits? 

  very  well 

  somewhat 

__    not  very  well 
  not  at  all 

Please  rank  the  following  communication  methods  for 
information  about  PERS  benefits  and  possible  changes 
( 1  is  the  method  you  like  best): 

  PERS  newsletter 

  internet 

  video 

  meetings 

other  (specify) 

Please  provide  the  following  confidential  information  about  your  retirement  plans: 

Are  you  currently  married?        yes  no 

If  so,  is  your  spouse  covered  by  a  retirement  plan  at  work? 

yes  no 

What  are  your  current  retirement  plans: 

Age  at  which  you  plan  to  retire 

What  percent  of  your  current  pay  do  you  expect  to  need  to  live  on  in  retirement?  % 

Roughly  what  percentage  of  your  retirement  income  do  you  expect  to  come  from  the  following  sources? 

%  Continued  employment                      %  Your  pension  from  PERS 

%  Spouse's  Pension  Benefits 

%  Social  Security 

%  Personal  Savings 

%  Other 

Excluding  PERS,  what  percent  of  your  anticipated  retirement  have  you  already  saved?  % 

Are  you  eligible  to  participate  in  a  deferred  compensation  plan?   yes   no 

If  so,  how  much  are  you  currently  contributing  to  the  plan  each  month? 

How  do  you  invest  your  savings  outside  the  PERS  plan? 

%  Stocks                   %  Guaranteed  Income 

%  Bonds                   %  Money  Market  or  Bank  CD's 

%  Other 
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Follow  Up  Survey  To  Be  Completed  At  End  Of  Session 


Please  rank  the  following  features  of  the  current  plan 
from  1  to  7,  with  1  representing  the  most  important 
feature  to  you: 

  benefit  levels 

  benefits  at  regular  (normal)  retirement 

  early  retirement  benefit 

  the  amount  of  my  contributions  to  plan 

  the  amount  of  my  employer's  contributions  to 

plan 

  guaranteed  level  of  benefit 

  automatic  benefit  increases  after  retirement 

other  (please  specify): 

The  following  features  are  possible  plan  changes. 
Please  rank  them  from  1  to  8,  with  1  representing  the 
most  important  feature  to  you: 

  higher  monthly  benefits 

  ability  to  receive  benefit  in  a  lump  sum 

  ability  to  transfer  service  credit  between  PERS 

and  other  employers 

  choices  about  how  my  contributions  are  invested 

  choices  about  how  my  employer's  contributions 

are  invested 

benefit  choices  that  allow  a  mnnthlv  npn<:inn  fnr 
lifetime  or  with  the  ability  to  continue  benefits  to 
a  spouse 

  guaranteed  level  of  benefit 

  automatic  benefit  increases  after  retirement 

other  (please  specify): 

Would  you  be  willing  to 
yes  no 

    have  a  smaller  benefit  if  your  contributions 

were  lower? 

    pay  larger  contributions  if  your  retirement 

benefits  were  bigger? 

Any  other  comments  you  would  like  us  to  consider? 
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MONTANA  PUBLIC  EMPLOYEES' 
RETIREMENT  SYSTEM 

EMPLOYER  FOCUS 
GROUP  QUESTIONS  AND  BENEFITS  SURVEY 

JANUARY  1998 


FACILITATOR'S  INTRODUCTORY  REMARKS 


Introductory  Remarks 

•  Introduce  facilitators 

•  House  Bill  90  passed  by  1997  Montana  Legislature  calling  for  CPERS  to  develop 
modification  or  replacement  of  PERS 

♦  existence  of  study  does  not  commit  the  Legislature  to  definitely  change  the 
plan 

♦  changes  will  be  proposed  to  1999  Legislature  for  their  consideration 

•  ASA  hired  by  CPERS  to  help  design  a  modification  or  replacement  to  PERS 

•  CPERS  must  propose  a  plan  that  would  include 

♦  increased  portability  of  contributions 

♦  increased  flexibility  to  allow  plan  members  a  choice  in 

■  selecting,  from  group  of  set  amounts,  amount  of  the  member's 
contribution  to  PERS 

■  directing  investments  and 

■  selecting  form  of  benefit  payout 

♦  retirement  plan  component  that  will  provide  specified  benefit  in  retirement 

•  Purpose  of  focus  group  is  to  get  your  input  on  PERS  and  what  changes  you  think 
CPERS  should  recommend 

•  We  understand  the  PERS  Board  is  also  interested  in  reviewing  the  results  of  the 
focus  groups  for  ideas  on  improving  service,  and  that  the  results  will  be  available 
to  the  legislature  to  assist  them  in  reviewing  the  CPERS  recommendations. 

•  We  will  begin  with  brief  written  survey  &  then  have  group  discussion.  Please  do 
not  complete  the  back  of  the  survey  until  the  end  of  the  session. 

•  Total  duration  of  focus  group,  including  survey,  will  be  90  minutes 

•  Please  complete  front  of  survey  now,  back  at  end  of  session 


FOCUS  GROUP  QUESTIONS 


Focus  Group  Questions 

1.       Ask  participants  to  introduce  themselves. 


2.  What  do  you  anticipate  your  personnel  needs  will  be  over  the  next  few  years? 

a)  increasing  or  decreasing? 

b)  change  in  staff  skills  needed? 

3.  How  does  PERS  accomplish  your  personnel  goals 

a)  How  important  is  PERS  in  your  being  able  to  hire  new  employees? 

b)  How  important  is  PERS  in  encouraging  good  employees  to  continue 
working  for  you? 

c)  Does  PERS  help  encourage  nonproductive  workers  to  leave? 

d)  Does  PERS  encourage  opportunities  for  development  of  staff  by 
rewarding  increased  pay  and  by  providing  adequate  retirement  to  upper 
management? 

4.  What  problems  do  you  have  administering  PERS?  (e.g.  enrollment,  paperwork, 
etc.) 

5.  Now  we  would  like  to  take  a  few  minutes  to  discuss  some  of  the  current  and 
potential  features  of  the  plan  in  general  terms.  In  particular,  we  are  interested  in 
your  input  on  the  types  of  changes  that  are  contemplated  by  HB90.  Just  to  remind 
everyone  of  what  was  in  the  bill,  CPERS  must  propose  changes  that  would  allow 
for: 

a)  increased  portability  of  contributions 

b)  increased  flexibility  to  allow  plan  members  a  choice  in 

i)  selecting,  from  group  of  set  amoimts,  amount  of  the  member's 
contribution  to  PERS 

ii)  directing  investments  and 

iii)  selecting  form  of  benefit  payout 

c)  a  retirement  plan  component  that  will  provide  a  specified  benefit  in 
retirement 

For  instance,  under  the  current  PERS  plan,  if  an  employee  changes  employment 
to  another  PERS  employer,  generally  the  pension  benefit  goes  with  the  employee, 
and  benefits  will  be  calculated  as  if  the  employee  had  stayed  with  one  employer 
for  the  whole  career.  Thus  pensions  are  fiilly  portable  between  other  employers 
that  are  members  of  PERS  However,  if,  for  instance,  an  employee  leaves 
governmental  service  before  vesting,  the  money  contributed  by  the  employer  stays 


in  the  plan  and  the  employee  receives  a  refund  of  the  employee's  contributions 
with  interest. 


In  defined  contribution  type  plans,  money  is  allocated  directly  to  each  participant. 
Portability  under  these  type  plans  usually  refers  to  how  much  of  the  employer- 
derived  benefit  is  vested,  and  whether  the  employee  can  take  the  account  to  a  new 
employer's  ftind. 

In  defined  benefit  plans,  portability  often  revolves  around  the  ability  to  transfer 
credit  for  your  prior  years  of  service  to  a  new  employer.  Some  plans  do  this  by  a 
direct  transfer  of  credits  or  by  reciprocity  agreements;  others  by  allowing  a  lump 
sum  option  that  converts  the  existing  benefit  value  to  cash. 

There  are  cost  implications  for  expanded  portability.  If  the  plan  allows  all 
moneys  to  go  with  the  employee  when  the  employee  leaves  there  is  less  money 
left  for  those  who  retire,  thus  benefits  must  be  reduced  or  costs  to  ftind  the  plan 
increased. 

We  would  like  to  get  your  input  and  reactions  to  the  trade-offs  between  portability 
and  affordability.  We  also  would  like  to  hear  from  you  how  important  it  is  to 
maintain  portability  between  PERS  employers  versus  between  non-PERS 
governmental  and  private  sector  employers. 

With  that  I'd  like  to  open  the  floor. 

(Prompt  discussion  by  asking,  what  percentage  of  the  benefit  should  be  fiilly 
portable?,  after  how  many  years  of  service  should  the  fraction  of  the  benefit  that  is 
fully  portable  be  available?  how  much  extra  cost  would  they  be  willing  to  bear  to 
have  that  level  of  portability?) 

6.  How  should  the  responsibility  for  adequate  refirement  benefits  be  allocated 
between  you  and  your  employees? 

7.  Next  we  would  like  to  discuss  the  ability  to  direct  the  investment  of  retirement 
moneys.  In  some  plans,  employees  and  retirees  are  allowed  to  allocate  retirement 
moneys  to  different  classes  of  investments.  Each  employee  or  retiree  can  choose 
a  different  mix  -  where  one  person  is  80%  in  the  stock  market  and  20%  in  bonds, 
another  person  might  choose  to  invest  50%  in  the  stock  market,  30%  in  money 
market  investments  and  the  rest  in  bonds. 

a)  How  much  flexibility  should  employees  and  retirees  have  to  invest 
retirement  money?  (E.g.,  what  percentage  of  the  money  should  they  be 
able  to  invest  and  both  bear  the  risks  of  underperformance  and  reap  the 
rewards  of  performance  better  than  anticipated?) 

b)  How  familiar  are  employees  and  retirees  with  making  investments? 

c)  What  types  of  investments  should  be  allowed?  (Some  plans  allow 
individuals  to  pick  specific  stocks  and  bonds) 
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d)  How  many  types  of  asset  classes  should  employees  and  /  or  retirees  have 
to  choose  from? 

e)  Should  retirees  have  different  choices  and  restrictions  than  active 
employees? 

8.  Now,  let's  talk  about  how  much  risk  employees  and  retirees  should  have?  If  the 
plan  were  structured  to  base  solely  benefits  on  the  individual  savings  of  each 
employee,  there  is  a  risk  of  living  too  long  and  running  out  of  savings,  or  of 
investing  poorly  or  retiring  in  a  bad  market.  However,  employees  may  want  to 
take  on  these  risks  in  exchange  for  the  rewards  of  investing  well,  or  the  ability  to 
build  an  estate.  Other  risks  include  the  risk  of  inflation  eroding  pension  income. 
What  are  the  risks  that  you  are  most  concerned  with  as  an  employer?  How  much 
of  the  money  that  is  contributed  to  PERS  should  be  used  to  protect  against  those 
risks?  How  important  is  it  to  you  that  employees  have  a  guaranteed  retirement 
benefit  that  does  not  depend  on  how  well  their  investments  did? 

9.  If  you  could  make  only  1  change  in  PERS,  what  would  it  be? 
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BENEFITS  SURVEY 


PERS  Survey  for  Employer  Focus  Group  Participants 


Name: 

Employer  Name: 

Title: 

Date:  12/  191  Time:   :  am/pm 

Location: 

How  well  do  your  employees  understand  their  current 
PERS  benefits? 

  very  well 

  somewhat 

  not  very  well 

  not  at  all 

Please  rank  the  following  communication  methods  for 
information  about  PERS  benefits  and  possible  changes  1 
is  the  most  effective  method: 

  PERS  newsletter 

  internet 

  video 

  meetings 

other  (please  specify) 
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Follow  Up  Survey  To  Be  Completed  At  End  Of  Session 


Please  rank  the  following  features  of  the  current 
plan  from  1  to  7,  with  1  representing  the  most 
important  feature  to  your  employees: 

  benefit  levels 

  benefits  at  regular  (normal)  retirement 

  early  retirement  benefit 

  their  contributions  to  plan 

  their  employer's  contributions  to  plan 

  guaranteed  level  of  benefit 

  automatic  benefit  adjustments  after 

retirement 

other  (please  specify): 

The  following  features  are  possible  plan  changes. 
Please  rank  them  from  I  to  8,  with  I  representing 
the  most  important  feature  to  your  employees: 

  higher  monthly  benefits 

  ability  to  receive  benefit  in  a  lump  sum 

  ability  to  transfer  service  credit  between 

PERS  and  other  employers 

  choices  about  how  employee  contributions 

are  invested 

  choices  about  how  employer  contributions 

are  invested 

  benefit  choices  that  allow  a  monthly  pension 

for  lifetime  or  with  the  ability  to  continue 
benefits  to  a  spouse 

  guaranteed  level  of  benefit 

  automatic  benefit  adjustments  after 

retirement 

  other  (please  specify): 

Please  rank  the  following  features  of  the  current 
plan  from  1  to  7,  with  1  representing  the  most 
important  feature  to  you  as  an  employer: 

  benefit  levels 

  benefits  at  regular  (normal)  retirement 

  early  retirement  benefit 

  their  contributions  to  plan 

  their  employer's  contributions  to  plan 

  guaranteed  level  of  benefit 

  automatic  benefit  adjustments  after 

retirement 

•other  (please  specify): 

The  following  features  are  possible  plan  changes. 
Please  rank  them  from  1  to  7,  with  1  representing 
the  most  important  feature  to  you  as  an  employer: 

  higher  monthly  benefits 

  ability  to  receive  benefit  in  a  lump  sum 

  ability  to  transfer  service  credit  between 

PERS  and  other  employers 

  choices  about  how  contributions  are  invested 

  benefit  choices  that  allow  a  monthly  pension 

for  lifetime  or  with  the  ability  to  continue 
benefits  to  a  spouse 

  guaranteed  level  of  benefit 

  automatic  benefit  adjustments  after 

retirement 

other  (please  specify): 

Are  there  any  other  items  you  would  like  us  to  be  considering? 
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ASSESSMENT  OF  PERS  SYSTEM 

CPERS  directed  that  an  objective  assessment  be  made  of  the  PERS  system  and  involved 
parties,  including  employees,  employers,  PERS  board  members  and  the  Montana 
Legislature.  Pursuant  to  this  direction,  we  have  included  material  in  response  to  the  sub- 
categories identified  in  the  RFP  for  Report  #1 : 

•  1  .a.  (i)  In  addition  to  preliminary  discussions  held  via  teleconference  with  PERS 
members  in  November,  employee  focus  groups  were  gathered  in  several  locations 
during  the  second  week  of  January.  Group  members  were  selected  on  the  basis  of 
age,  salary,  service,  gender,  workplace  and  employer  type.  These  discussions, 
including  written  survey  responses,  sampled  PERS  member  experiences  and  goals. 
Results  of  these  focus  groups  are  included  in  section  II  of  this  report. 

•  1  .a.  (ii)  Employer  focus  groups  were  also  conducted  during  the  same  week  in 
January  as  for  employee  groups.  Employers  were  selected  according  to  type  and 
geographical  location.  Employer  recruiting  and  retention  needs  were  evaluated  as  well 
as  the  efficacy  of  the  PERS  system  as  an  important  tool  in  this  regard.  The  results  of 
these  focus  groups  are  included  with  the  material  on  employee  groups. 

•  1  .a.  (iii)  The  goals  and  responsibilities  of  the  Public  Employees  Retirement  Board 
and  the  Montana  State  Legislature  were  identified  in  discussions  with  the  PERS 
Board  and  staff  as  well  as  the  Legislature's  interim  committee  evaluating  PERS. 
CPERS  is  a  bipartisan  committee  created  by  the  Legislature  to  examine  retirement 
issues  and,  pursuant  to  HB  90,  prepare  recommendations  for  consideration  by  the 
Legislature.  CPERS  committee  members,  in  a  focus  group  format  as  well  as  in 
general  public  meetings,  distilled  sentiments  expressed  by  Legislative  colleagues 
about  the  existing  PERS  structure  as  well  as  merits  and  demerits  of  possible  changes. 

The  goals  and  responsibilities  of  the  PERS  Board  are  sketched  in  written  material 
gathered  during  the  evaluation  process.  Two  documents,  one  entitled  "Montana  Public 
Employees  Retirement  Board  Strategic  Plarming — System  Design"  and  the  other  referred 
to  as  PERS  Board  Policy  G9-92  clarify  the  Board's  understanding  of  its  role  and  aims. 
Retyped  versions  of  the  documents  follow: 
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Montana  Public  Employees  Retirement  Board 
Strategic  Planning  -  System  Design 


Purpose  of  Public  Employees'  Retirement  System: 

To  provide  a  secure  and  predictable  component  and  foundation  level  of  income  for  retired 
members. 


Public  Employees'  Retirement  Board  Plan  Design  Objectives: 

Verbatim  from  the  Montana  Constitution: 

•  Public  retirement  systems  shall  be  funded  on  an  actuarially  sound  basis. 

•  Public  retirement  system  assets,  including  income  and  actuarially  require 
contributions,  shall  not  be  encumbered,  diverted,  reduced,  or  terminated  and  shall  be 
held  in  trust  to  provide  benefits  to  participants  and  their  beneficiaries  and  to  defray 
administrative  expenses. 

•  The  governing  boards  of  public  retirement  systems  shall  administer  the  system, 
including  actuarial  determinations,  as  fiduciaries  of  system  participants  and  their 
beneficiaries. 


Public  Employees'  Retirement  Board  Prioritized  Design  Considerations: 

Underlying  Assumption:  the  actuarial  soundness  of  the  system 

Most  important  (positive)  to  least  important  (negative): 

1.  Sufficiency  of  benefit 

2.  Plan  stability  -  actuarial  soundness 

3.  Benefit  security  -  members  should  not  have  risk  and  responsibility  (even  at  loss  of 
flexibility  and  choice) 

4.  Legal  liability  for  administration  -  responsibility  for  education  (both  the  plan's 
exposure  and  the  members'  need) 

5.  Employee  mobility  (a  good  plan  will  provide  for  this  reality) 

6.  Employee  retention;  short-v.  long-term  employees  (neutral;  these  are  persormel 
issues) 

7.  Asset  portability  (negative  to  the  extent  non-retirement  or  profligate  use  is  allowable) 
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POLICY  G9-92 
Board 


Public     Employees'  Retirement 


General  Principles  Governing  the  Evaluation  of  Legislative  Proposals  by  the  Public 
Employees'  Retirement  Board. 

These  general  principles  are  established  by  the  Public  Employees'  Retirement  Board  to 
provide  a  framework  for  the  consistent  evaluation  of  legislative  proposals.  The  Board's 
position  on  proposed  changes  to  benefits  or  systems  will  be  determined  on  a  case-by-case 
basis  using  these  principles  as  guides. 

I.  Proposals  for  increases  or  changes  to  retirement  benefits  must  include  an  actuarially 
sufficient  funding  mechanism.  Proposals  must  provide  funding  from  sources 
sufficient  to  cover  future  costs  and  to  amortize  any  unfunded  liabilities  created  by  the 
proposal  over  a  period  of  time  appropriate  to  the  retirement  system,  but  no  more  than 
30  years. 

II.  Pension  funding  should  be  a  contemporary  obligation.  Whenever  possible,  funding 
should  be  the  responsibility  of  the  public  employers,  taxpayers  and  employees  at  the 
time  services  are  provided.  The  Board  will  promote  advanced  funding  of  all  benefits 
to  ensure  costs  are  not  shifted  to  future  taxpayers  or  contributors. 

III.  Pension  benefits  should  be  equitably  allocated  among  a  retirement  system's 
beneficiaries.  Proposals  should  not  discriminate  against  certain  groups  of  member  or 
retirees  in  favor  of  others  or  expend  system  assets  disproportionately. 

IV.  A  primary  goal  of  a  retirement  system  must  be  to  provide  financial  security  in 
retirement.  "Financial  security  in  retirement"  refers  to  basic  financial  protection  for 
those  who  are  beyond  their  normal  working  years  and  whose  ability  to  be  gainfully 
employed  and  earn  other  income  is  limited  or  non-existent. 

V.  Public  retirement  plans  should  provide  portability  of  benefits  for  workers  who  change 
jobs  within  the  state  and  its  political  subdivisions.  Such  portability  provisions  must 
assure  actuarial  costs  will  be  paid  for  when  transferring  service  between  the  systems. 

VI.  The  level  of  benefits  and  eligibility  for  benefits  should  be  equitable  across  the  state's 
public  employee  retirement  systems.  Differences  in  benefit  levels  and  eligibility 
criteria  should  be  based  on  objective  differences  in  the  nature  of  the  covered 
occupations  or  differences  in  coordination  with  other  benefits  such  as  social  security. 

VII.  Proposals  should  promote  consistent  administration  of  public  retirement  systems. 
The  Board  promotes  consistent  administrative  provisions  between  the  public 
retirement  systems. 
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VIII.  The  Board  supports  steps  to  improve  the  Board's  ability  to  evaluate  and  review 
disabilities  and  the  eligibility  for  disability  benefits. 

IX.  The  Board  supports  steps  to  promote  informed  legislative  involvement  and  decision- 
making in  the  formulation  of  public  pension  policy  in  Montana. 
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The  CPERS  committee  and  its  staff  identified  the  Legislature's  role  as  a  law-making 
body  which,  together  with  the  Governor,  is  principally  responsible  for  retirement  plan 
design  issues.  Nonetheless,  Montana  Constitutional  provisions  governing  actuarial 
requirements  as  well  as  employee  contract  issues  constrain  Legislative  activity  with 
respect  to  the  retirement  systems.  However,  the  Legislature's  responsibility  for  law 
making,  plan  design  and  state  budget  determination  gives  it  a  key  role  as  plan  sponsor. 

The  Legislature  passed  HB  90  in  order  to  assess  carefully  whether  the  PERS  is  fulfilling 
basic  plan  sponsor  needs  in  recruiting  and  retaining  employees  proficient  in  handling 
state  and  local  responsibilities  and  whether  it  does  so  in  the  most  economically  efficient 
manner.  The  Legislative  history  of  HB  90  makes  clear  that  considerable  public  debate  has 
occurred  concerning  the  merits  of  defined  contribution  plans  and  defined  benefit  plans. 
Issues  involving  portability  of  contributions,  flexibility  in  selecting  contribution  levels, 
payout  schedules  and  investment  vehicles  as  well  as  the  desire  for  specified  benefits  in 
retirement  were  specific  areas  of  interest  to  the  Legislature  reflected  in  the  bill. 

In  addition  to  these  matters,  the  CPERS  committee  listed  a  broad  range  of  public  policy 
aims  which  are  a  concern  to  them  or  their  colleagues.  As  may  be  expected,  some  of  these 
aims  may  appear  to  be  mutually  exclusive  as  they  represent  substantially  different 
perspectives.  Some  of  the  key  issues  are  highlighted  below: 

•  a  need  for  a  safety  net 

•  a  need  to  provide  adequate  retirement  benefits 

•  a  need  to  protect  against  erosion  of  retirement  benefits 

•  characterization  of  PERS  as  a  variation  of  a  welfare  system 

•  concern  over  perpetual  liabilities 

•  a  need  to  encourage  retirement  planning 

•  a  need  for  better  investment  information 

•  opportunities  to  enhance  retirement  benefits 

•  the  importance  of  retaining  good  employees 

•  the  utility  of  removing  unproductive  employees 

•  allowing  for  privatization  of  public  services 

•  minimizing  employee  risk 

•  transferring  investment  risk  to  employees 

•  a  need  for  flexible  investments 

•  a  need  for  flexible  payout  options 

•  a  need  for  flexible  contribution  levels 

•  a  desire  for  forced  savings 

•  an  objection  to  forced  savings  and  need  for  opt-out  provisions 

•  existing  retirement  fund  solvency 

•  a  need  for  health  care  in  retirement 

•  movement  of  employees  toward  multi-career  lives 

•  enhancing  rates  of  return  on  investment 

•  removing  financial  incentives  from  employers  for  employee  non-participation 
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•  protection  for  low-income  employees  with  regard  to  system  participation 

•  a  desire  for  private  and  public  sector  to  face  retirement  issues  similarly 

•  protecting  Montana  workforce  against  out-of-state  competition 

•  encouraging  turnover  of  employee  base 

•  protecting  institutional  memory 

•  minimizing  adverse  effects  of  PERS  on  other  personnel  policies 

•  minimizing  complexity  of  retirement  offerings 

•  protecting  employer  investment  in  training  by  encoiiraging  longevity 

•  encouraging  proper  use  of  leave  time 

•  providing  greater  uniformity  among  public  retirement  systems 

It  is  clear  that  any  changes  made  to  the  PERS  to  address  these  issues  would  be  made 
through  the  normal  law-making  process.  The  goal  of  the  CPERS  committee  is  to  present 
to  the  Legislature  coherent,  straightforward  recommendations  which  address  the  specific 
issues  identified  in  HB  90  as  well  as  other  appropriate  points.  These  recommendations 
would  be  based  upon  the  assumption  that  the  basic  goals  of  any  retirement  system  would 
be  met,  i.e.,  that  the  retirement  system  could  be  effective  as  an  important  tool  for 
Montana  public  employers  to  recruit  and  retain  proficient  public  employees  in  the  most 
economically  efficient  manner.  Because  of  Constitutional  protections  for  existing 
employees  and  marketplace  competition  for  competent  personnel,  it  is  clear  that  the  merit 
of  recommended  changes  will  be  judged  primarily  by  employee  choice. 

•  La.  (iv)  The  focus  groups,  including  one  conducted  with  CPERS,  included 
commentary  with  respect  to  the  adequacy  of  the  current  system  design.  Results  of 
these  evaluations  is  included  in  the  section  of  this  report  dealing  with  the  focus 
groups.  The  PERS  Board,  in  its  meeting  with  CPERS  Chair,  staff  and  consultants, 
expressed  interest  in  reviewing  material  concerning  ways  to  strengthen  the  PERS  but 
indicated  it  is  not  in  a  position  to  comment  about  the  extent  to  which  the  system 
fulfills  the  needs  and  interests  of  the  parties  involved. 
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PLAN  DESIGN  ALTERNATIVES 


The  following  programs  are  anticipated  to  be  cost  neutral.  We  recommend  that  investment  powers  for  the  defined  benefit  plan  be  subject  to  the 
prudent  man  fiduciary  standard.  All  plans  except  the  floor  offset  plan  are  structured  to  retain  defined  benefit  plan  portions  within  the  current  PERS 
plan.  When  unfunded  liabilities  under  the  existing  plan  are  paid  off,  contributions  may  be  reduced  or  benefits  increased  by  future  legislatures. 


Plan  Structure 

50/50  Plan 
Employer  and  employee  each 
contribute  same  amount.  50%  of 
available  contributions  is  put  into  DC 
plan;  rest  in  DB  structure 

Floor  Offset 
Available  contributions  go  into 
DC  structure.  Employer 
guarantees  at  least  1%  accrual. 

Retirement  Option  Plan 
Employees  choose  between  100%  defined  contribution  plan  or  plan  that 
maintains  existing  structure  with  relatively  minor  changes 

Structural  issues 

Derined  Contribution  Option 

Minor  Changes  to  existing 
oiruLiur  e 

Financing  New 
Benefits 

Half  of  available  contributions  (after 
imancmg  unfunded  liabilities  and 
death  and  disability  benefits) 
available  for  defined  contribution 
investment 

Financed  by  available 
contributions  reduced  by 
surcharge.  Future  costs 
dependent  on  results  of  defined 
contribution  plan  investments. 

Assumes  same  cost  as  existing  plan. 
Employees  may  invest  available  funds 
net  of  unfunded  liability  surcharge 
and  cost  of  death  and  disability 
benefit  plans 

Assumes  same  cost  as  existing 
plan.  To  extent  additional 
retiree  medical  benefits  are 
provided,  new  accruals  would 
be  reduced. 

Financing  Unfunded 
Benefit  Liabilities 

Unfunded  liability  contribution 
reestablished  on  basis  of  changes 

Surcharge  to  fund  liabilities  of 
old  plan. 

Surcharge  on  defined  contribution 
participants. 

No  change 

DB/DC  integration 

Future  accruals  are  split  between 
defined  benefit  and  defined 
contribution  plans.  Ultimate  benefit 
is  the  new  defined  benefit  plus  any 
value  from  the  defined  contribution 
account 

Floor  of  protection  with  an  offset 
for  the  value  of  the  defined 
contribution  account  . 

No  integration. 

No  integration. 

Portability  mechanics 

All  defined  contribution  balances  are 
portable  and  4%  per  year  of  defined 
benefit  plan  contributions  are  also 
portable. 

All  deferred  contribution  balances 
are  portable 

All  defined  contribution  balances  are 
portable 

Only  employee  contributions 
are  portable 

Investment  control 

Defined  contribution  balances  only 

Defined  contribution  balances 
only 

Defined  contribution  balances  only 

On  elective  Deferred 
Compensation  only 

Contribution  selection 

Option  A  -  Employee  select 

Additional  employee 

Option  A  -  Employee  could  select 

Expand  access  to  deferred 
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contribution  rate  from  0  to  the  full 
available  amount  in  1%  increments, 
or 

Option  B  -  No  selectability  in  base 
level  of  contribution,  expand  access 
to  deferred  compensation  plans  for 
excess  contributions 

contributions  allowed  to  deferred 
compensation  plan  (no  effect  on 
floor) 

contribution  rate  from  0  to  the  full 
available  amount  in  1%  increments,  or 
Option  B  -  No  selectability  in  base 
level  of  contribution,  expand  access  to 
deferred  compensation  plans  for 
excess  contributions 

compensation  plans  for  excess 
contributions. 

Forms  of  payment  at 
retirement 

Defined  benefit  plan:  Lump  sum  or 
annuity. 

Defined  Contribution  Plan:  Lump 
Sum  only  under  Option  A;  Lump 
Sum  or  annuity  purchased  from 
pension  plan  under  Option  B. 

Lump  sum  or  annuity  purchased 
from  defined  benefit  plan. 

Option  A:  lump  sum 
Option  B:  lump  sum  or  ability  to 
transfer  back  to  defined  benefit  plan  at 
retirement  and  purchase  annuity 

annuity  or  partial  (25%)  lump 
sum 

Service  purchase 

Double  existing  number  of  years  that 
may  be  purchased  (to  allow 
comparable  amount  of  benefit 
purchase  as  under  current  plan  after 
defined  benefit  portion  of  plan 
halved)* 

Treated  as  additional  employee 
contribution  to  deferred 
compensation  plan  (no  effect  on 
floor)s 

Treated  as  additional  employee 
contribution  to  deferred  compensation 
plan 

Current  plan  rules 

Taxability 

Option  A:  414(h)  applies  to  defined 
benefit  piece;  457  to  the  selectable 
amount  of  contribution.  This  uses 
up  some  of  current  ability  to  make 
pre-tax  contributions  under  457 
Option  B:  4 1 4(h)  applies  to  all 
mandatory  contributions,  457  pre-tax 
contribution  "room"  unchanged** 

414(h)  applies  to  all  mandatory 
contributions,  allowing  457  pre- 
tax contribution  ability  for  excess 
contributions. 

Option  A:  414(h)  applies  to  defined 
benefit  piece;  457  to  the  selectable 
amount  of  contribution.  This  uses  up 
some  of  current  ability  to  make  pre- 
tax contributions  under  457 
Option  B:  414(h)  applies  to  all 
mandatory  contributions,  457  pre-tax 
contribution  "room"  unchanged 

414(h)  applies  to  all 
mandatory  contributions, 
allowing  457  pre-tax 
contribution  ability  for  excess 
contributions. 

rcuiurcs 

Retiree  health  plan 
benefits 

Employee  can  make  one-time 
election  to  participate  in  plan  on  a 
pre-tax  basis.  Election  would  reduce 
future  pay,  require  payment  of 
terminal  sick  leave  allowance  into 
medical  plan  VEBA. 

N/A 

N/A 

2%  per  year  credit  toward 
SHBP  premium,  ftinded 
through  a  VEBA  (Future 
benefit  accruals  would  be 
reduced  to  pay  for  cost  of 
plan) 

Retirement  eligibility 

25  years  for  new  accruals 

25  years 

N/A 

Current  plan  rules 

2 


r  c  c 


-  option  to  buy  25  year  rule  on 
existing  accruals 

TiARA 

V  J  /  \  1 J  /  \ 

\Jr\r>r\  Uil  LJ O  puiUUli  UI  purCIlaoCU 

annuities 

INO  0/\D/\ 

Ud  plan,  existing  UAbA,  UC  plan: 
no  GABA 

CiABA  on  DB  portion 

V  CdLiII^ 

J  ycaib  lur  uciHieu  ocneiii  pian, 
immediate  for  defined  contribution 
plan 

Immediate  for  defined 
contribution  plan 

Immediate 

Current  plan  rules 

Tenninal  leave 

Unused  days  4/1  contributed  pre-tax 

rptirpp  nipdiral  nlan  rovpraop 

N/A 

N/A 

Unused  days  4/1  contributed 
pre-tax  towards  SHBP 
coverage  if  elected  retiree 

Part-time  employees 

$5000  annual  pay,  no  retroactive 
coverage  decisions 

Current  plan  rules,  no  retroactive 
coverage  decisions 

$5000  annual  pay,  no  retroactive 
coverage  decisions 

$5000  annual  pay,  no 
retroactive  coverage  decisions 

Loans 

lesser  of  $50,000  or  50%  of  defined 
contribution  plan  balance 

lesser  of  50%  of  excess  of  defined 
contribution  plan  balance  over 
value  of  accrued  benefit  or 

lesser  of  $50,000  or  50%  of  balance 

N/A 

Disability 

accrued  benefit 

floor  plan  accrued  benefit 

Senaralp  ninn  to  nrovirip  7S**/n  of  FA  P 

f^iirrpnt  nlnti 

\>'Uildll  UlClll 

Death  benefit 

Account  balance  in  defined 
contribution  plan  plus  value  of 
accrued  benefit  in  defined  benefit 
plan,  minimum  value  of  one  month 
of  pay  for  each  of  the  first  5  years  of 
service 

Floor  benefit  of  one  month  of  pay 
for  each  of  the  first  5  years  of 
service 

Account  balance 

Current  plan 

*Internal  Revenue  Code  Section  415(n)  limits  ability  to  purchase  non-governmental  service. 


** Under  Internal  Revenue  Code  Section  414(h)  contributions  are  only  pre-tax  to  the  extent  that  the  employee  has  not  option  to  receive  the 
contributed  amounts  directly  instead  of  having  them  paid  by  an  employer  to  the  pension  plan.  In  private  letter  rulings,  IRS  has  approved  414(h) 
treatment  for  certain  service  purchase  agreements,  where  the  employee  irrevocably  committed  to  salary  reduction  in  order  to  finance  the  service 
purchase.  It  might  be  possible  to  further  explore  whether  election  at  intermediate  period  of  time  (e.g.,  each  decade)  would  be  eligible  for  favorable 
treatment  under  414(h). 


3 


c 


STAKEHOLDER  ISSUES 

This  section  sketches  the  ways  in  which  various  plan  structures  may  address  employer  and  employee  interests  as  identified  by  HB  90  and  focus  group 
discussions.  Supplemental  observations  regarding  pros  and  cons  of  suggested  alternatives  may  be  made  in  public  discussions. 


/.  EMPLOYER  ISSUES 


Plan  Structure 

50/50  Plan 
Employer  and  employee  each 
contribute  same  amount.  50%  of 
available  contributions  is  put  into  DC 
plan;  rest  in  DB  structure 

Floor  Offset 
Available  contributions  go  into  DC 
structure.  Employer  guarantees  at 
least  1%  accrual. 

Retirement  Ootion  Plan 
Employees  choose  between  100%  defined  contribution  plan  or  plan 
that  maintains  existing  structure  with  relatively  minor  changes 

Structural  issues 

Defined  Contribution  Option 

Minor  Changes  to  existing 
Structure 

Financing  New 
Benefits 

Pro: 

•  Limitations  on  future  unfunded 
liabilities 

•  No  required  cost  increase 

•  Transfer  of  risk 

•  Future  benefit  increases  have  no 
retroactive  effect  on  DC  value 

Con: 

•  Funding  strategies  limited  for 
DC  portion 

•  Additional  administration 
required  for  DC  plan 

Pro: 

•  Considerable  reduction  in 
future  unfunded  liabilities 

•  Transfer  of  some  risk 

•  Future  benefits  without 
retroactive  effect  on  DC  value 

Con; 

•  Funding  strategies  limited  for 
DC  portion 

•  Additional  risk  for  asset 
allocation  and  investment  by 
participants 

•  Additional  administration 
required  for  DC  plan 

Pro: 

•  Limitations  on  future  unfunded 
liabilities 

•  No  required  cost  increase 

•  Transfer  of  risk 

•  Future  benefit  increases  have  no 
retroactive  effect 

Con: 

•  Funding  strategies  limited  for 
DC  portion 

•  Additional  administration 
required  for  DC  plan 

Pro: 

•  Assumes  same  cost  as 
existing  plan 

•  Easily  communicated  to 
employees 

•  Health  benefit  obligation 
addressed 

Con: 

•  Retirement  accruals 
reduced  for  health 
benefits 

•  Additional  funding 
mechanism  required 
(VEBA) 

Financing  Unfunded 
Benefit  Liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

•  Preserves  funding  flexibility 
Con: 

•  Does  not  eliminate  ability  to  take 
on  unfunded  liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

•  Preserves  funding  flexibility 
Con: 

•  Does  not  eliminate  ability  to 
take  on  unfunded  liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

•  Eliminates  likelihood  of  future 
unfunded  liabilities  /  risks  for 
participants  under  this  plan 

Pro: 

•  Existing  unfunded 
liabilities  addressed 

•  Preserves  funding 
flexibility 

Con: 

•  Does  not  eliminate 
ability  to  take  on 
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unfunded  liabilities 

DB/DC  integration 

Pro: 

•  Potential  to  increase  efficiency 
through  statewide  plan 

•  Balance  of  security  and 
flexibility 

Con; 

•  Compromise  on 
security/flexibility  interests 

•  Potential  political  /  fiduciary  risk 
for  DC  investment  failures 

Pro: 

•  Balance  of  security  and 
flexibility 

Con: 

•  Compromise  on 
security/flexibility  interests 

•  Potential  political  /  fiduciary 
risk  for  DC  investment  failures 

•  Assume  risk  for  participant 
asset  management 
underperformance 

Pro: 

•  Potential  to  increase  efficiency  through  statewide  plan 

•  Balance  of  security  and  flexibility 

•  No  additional  investment  risk  is  assumed  by  the  employer  in  this 
option 

•  Allows  widest  range  of  selection  of  risk 
Con: 

•  Security  compromised  for  flexibility 

•  Maximizes  risk  of  inadequate  retirement  benefits 

•  No  gradation  in  risk  selection 

Portability  mechanics 

Pro: 

•  Portability  easily  available  for  '/< 
contributions 

•  Recruiting  tool 

•  Mechanism  for  cash  transfers 
involving  non-state  plans 

•  DC  portion  facilitates 
privatization  goals 

Con: 

•  Risk  of  loss  of  seasoned 
employees 

•  Additional  cost  of  portability 

Pro: 

•  Portability  on  1 00%  of  DC 

•  Recruiting  tool 

•  Mechanism  for  cash  transfers 
involving  non-state  plans 

•  DC  portion  facilitates 
privatization  goals 

Con: 

•  Risk  of  loss  of  seasoned 
employees 

•  Additional  cost 

Pro: 

•  Maximum  portability  with  pros 
of  Offset  Plan 

Con: 

•  Same  as  50/50  Plan 

Pro: 

•  Promotes  retention  of 
employees 

•  Reduces  plan  costs 
Con: 

•  Can  hinder  recruitment 

•  May  pose  hardship  to 
departing  employees 

Investment  control 

Pro: 

•  Transfer  of  risk  for  DC  portion 

•  Control  maintained  for  state 
contributions 

Con: 

•  Higher  administrative  costs  for 
DC  portion 

•  Greater  scrutiny  of  state  choice 
of  plan  providers  and 
administrative  oversight 

Pro: 

•  Potential  substantial  transfer  of 
risk 

•  Less  responsibility  for 
investment  performance 

Con: 

•  Higher  administrative  costs  for 
DC  program 

•  Rewards  poor  performance 
because  larger  floor  payouts 

Pro: 

•  Complete  transfer  of  risk  and 
responsibility  for  investment 
performance 

Con: 

•  No  safety  net  for  low  DC 
balances 

•  Responsibility  for  authorizing 
investment  options 

Pro: 

•  State  protects  its  DB 
promise  by  maintaining 
control  of  funds 

Con: 

•  State  maintains  risk  for 
liabilities 

•  Separate  apparatus 
required  for  self-directed 
investment 
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•     Responsibility  for  authorizing 
investment  options 

will  go  to  those  with  smaller 
DC  balances 

•  Encourages  risk  taking  by 
employees  whose  balances  are 
less  than  floor 

•  Responsibility  for  authorizing 
investment  options 

Contribution  selection 

Pro: 

•  Encourages  planning  by 
employees 

•  Both  options,  especially  A, 
allows  differing  investment 
levels  to  recruit  and  retain 
employees  with  differing 
retirement  plan  needs. 

Con; 

•  Inadequate  retirement  benefits 
may  prompt  longer  service  than 
desirable 

•  Flexibility  increases 
administrative  burden  and  need 
for  communication  resources 

Pro: 

•  Availability  of  Deferred  Comp. 
(457)  plan  allows  different 
levels  of  retirement  savings  and 
encourages  planning 

Con: 

•  No  flexibility  in  contribution 
levels  except  in  457  plan 

Pro: 

•  Encourages  planning  by 
employees 

•  Both  options,  especially  A, 
allows  differing  investment 
levels  to  recruit  and  retain 
employees  with  differing 
retirement  plan  needs. 

Con: 

•  Inadequate  retirement  benefits 
may  prompt  longer  service  than 
desirable 

•  Flexibility  increases 
administrative  burden  and  need 
for  communication  resources 

Pro: 

•  Expansion  of  457  Plan  to 
locals  will  promote 
uniformity 

•  Retirement  planning  is 
encouraged 

Con: 

•  Only  some  employees 
will  benefit  from  457 
Plan 

•  E'ossible  recruiting 
problems  with  an  option 
that  has  forces  a  choice 
between  either  no 
security  or  no  flexibility 
in  options 

Forms  of  payment  at 
retirement 

Pro: 

•  Allows  employees  to  determine 
best  use  of  asset  pool  (including 
starting  a  business) 

Con: 

•  Lump  sum  distributions  can 
drain  assets  from  investment  in 
DB  plan 

•  Lump  sum  distributions  increase 
employer  risk  of  public 
assistance  for  retirees 

•  Annuitizing  DC  balances  returns 

Pro: 

•  Allows  employees  to  determine 
best  use  of  asset  pool 
(including  starting  a  business) 

Con: 

•  Lump  sum  distributions  can 
drain  assets  from  investment  in 
DB  plan 

•  Lump  sum  distributions 
increase  employer  risk  of 
public  assistance  for  retirees 

•  Annuitizing  DC  balances 

Pro: 

•  Allows  employees  to  determine 
best  use  of  asset  pool  (including 
starting  a  business) 

Con: 

•  Lump  sum  distributions  increase 
employer  risk  of  public 
assistance  for  retirees 

•  Annuitizing  DC  balances  returns 
risk  to  employer  under  Option  B 

Pro: 

•  Annuity  requirement 
promotes  careful  use  of 
funds 

•  Partial  lump  sum  allows 
optimization  of 
employee  choice 

Con: 

•  Lump  sum  distributions 
increase  employer  risk  of 
public  assistance  for 
retirees 
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risk  to  employer  under  Option  B 

returns  risk  to  employer 

Service  purchase 

Pro: 

•  Allows  flexible  transfer  from 
DB  and  DC  nians  without  Ins*;  nf 
service  credit 

Con: 

•  Question  of  service  equity 
regarding  transfers  from  non- 
state  plans 

•  Cost  of  service  credit  may  be 
prohibitive 

Pro: 

•  Allows  cash  credits  from  other 

nlnnc 

Con: 

•  Question  of  service  equity 
regarding  transfers  from  non- 
state  plans 

Pro: 

•  Under  Option  B,  allows  cash 
credits  from  other  plans 

Con: 

•  Question  of  service  equity 
regarding  transfers  from  non- 
state  plans 

Pro: 

•  Availability  of  service 
credit  purchase 

Con: 

•  Cost  of  service  credit 
may  be  prohibitive 

Taxability 

Pro: 

•  414h  eligibility  preserved  for  all 
mandatory  contributions;  457 
plan  access  increased  for  local 

emnlovpp*; 
Con: 

•  Option  A  reduces  tax  deferred 
contribution  possibilities  for 
employees 

•  Increased  administration  due  to 
offer  of  state  457  plan  to  all 
locals 

Pro: 

•  4 14h  eligibility  preserved  for 
all  mandatory  contributions; 
457  plan  access  increased  for 
lULai  cinpiuyceD 

Con: 

•  Increased  administration  due  to 
offer  of  state  457  plan  to  all 
locals 

Pro: 

•  4 14h  eligibility  preserved  for  all 
mandatory  contributions;  457 
plan  access  increased  for  local 
employees 

i^on. 

•  Option  A  reduces  tax  deferred 
contribution  possibilities  for 
employees 

•  Increased  administration  due  to 
offer  of  state  457  plan  to  all 
locals 

Pro: 

•     414(h)  applies  to  all 

mandatory  contributions, 
allowing  457  pre-tax 
contribution  ability  for 
excess  contributions. 

Features 

Retiree  health  plan 
benefits 

Pro: 

•  Historical  replacement  ratio 
(which  included  post-retirement 
health)  restored  in  part 

•  Strengthen  SHBP 

•  Recruiting  tool 
Con: 

•  Creation  of  new  post-retirement 
liability 

•  Requires  careful  accounting 
structure  for  employee  time  at 

N/A 

N/A 

Pro: 

•  Health  benefit  obligation 
addressed  in  part 

•  Strenpthpn  SHRP 

•  Recruiting  tool 
Con: 

•  Pension  accruals  reduced 
to  pay  for  health  benefits 

•  Creation  of  new 
liabilities  /  Funding 
mechanisms 

7 


r 


r 


state  and  local  level 
•     Tax  complications  associated 
with  individual  requests  for 
opting  out  of  designated  plan 

Retirement  eligibility 

Pro: 

•  PQrit\/  \i/ith  TP  Q 

•  r  ariiy  wiin  i  ivo 

•  Promotes  turnover 
Con: 

•  Additional  costs 

•  Indiscriminate  promotion  of 
early  retirement  (premature  loss 
of  valuable  employees) 

Pro: 

•  Parity  with  TRS  on  floor 
benefit 

•  Promotes  turnover 
Con: 

•  Additional  costs 

•  Indiscriminate  promotion  of 
early  retirement  (premature  loss 
of  valuable  employees) 

Pro: 

•  Less  costly  than  lower 
retirement  age 

•  No  conversion  calculations 
required  for  transfers 

Con: 

•  Incompatible  with  TRS 

Pros  and  cons  same  as  DC 
option 

Prn' 
r  1  u. 

•  Secures  replacement  ratios  over 
time 

•  Flexibility  on  DC  portion  for 
purchase  of  GABA 

Con: 

•  DC  losses  may  thwart  purposes 
of  GABA 

INO  *J/\D/\ 

rro. 

•  No  increase  in  unfunded  liability 
Con: 

•  Erosion  of  replacement  ratio 

•  If  Option  B,  possibility  of 
unticipated  liabilities 

Pro: 

•  Maintain  replacement 
ratio 

•  Recruiting  tool 
Con: 

•  Possibility  of 
unanticipated  liabilities 

Vesting 

Pro: 

•  vesting  requirement  on  DB 

uuiiiuii  laLriiiialCo  iccuvciy 

training  investment 
.  •     Lack  of  vesting  requirement  for 
DC  portion  a  recruiting  tool 

Con: 

•  Immediate  vesting  in  DC  portion 
facilitates  premature  departures 

Pro: 

•  vesting  requirement  on  DB 
puiuuii  iaLiiudic3  rcLuvcry  ui 
training  investment 

•  Lack  of  vesting  requirement  for 
DC  portion  a  recruiting  tool 

Con: 

•  Immediate  vesting  in  DC 
portion  facilitates  premature 
departures 

Pro: 

•  Immediate  vesting  offers  a 
recruiting  tool 

Con: 

•  Possible  loss  of  employees  prior 
to  recovering  training 
investment 

111  V  VOIlllWIIl 

Pro: 

•  vesting  requirement  on 
DB  portion  facilitates 
recovery  of  training 
investment 

•  Choice  of  plan  option 

Willi  vcoiiiig  luviiiiaiCD 

recruitment 
Con: 

Terminal  leave 

Pro: 

•     Promotes  linkage  of  active 
employment  and  retirement 
goals 

N/A 

N/A 

Same  pros  and  cons  of  50/50 
Plan  except  pension  accruals 
are  reduced  to  pay  for  benefit 
instead  of  pay. 
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•  Encourages  prudent  use  of  leave 
time 

Con: 

•  May  discourage  proper  use  of 
leave  time  (i.e.  using  time  to 
restore  health  and  productivity) 

Part-time  employees 

Pro: 

•  Eliminates  administrative  burden 
of  many  part-time  employees 

•  Reduces  retirement  costs 

Con: 

•  Possible  hindrance  to 
recruitment 

•  Limits  ability  to  correct  mistakes 
retroactively  for  DC  benefit 

Pro: 

•  Eliminates  administrative 
burden  of  many  part-time 
employees 

•  Reduces  retirement  costs 
Con: 

•  Possible  hindrance  to 
recruitment 

•  Limits  ability  to  correct 
mistakes  retroactively  for  DC 
benefit 

Pro: 

•  Eliminates  administrative 
burden  of  many  part-time 
employees 

•  Reduces  retirement  costs 
Con: 

•  Possible  hindrance  to 
recruitment 

•  Limits  ability  to  correct  mistakes 
retroactively  for  DC  benefit 

Pro: 

•  Eliminates  administrative 
burden  of  many  part- 
time  employees 

•  Reduces  retirement  costs 
Con: 

•  Possible  hindrance  to 
recruitment 

•  Limits  ability  to  correct 
mistakes  retroactively  for 
DC  benefit 

Loans 

Pro: 

•  Recruiting  tool 
Con: 

•  Administrative  burden 

•  Employees  may  drain  a  portion 
of  assets  before  retirement 

Pro: 

•  Recruiting  tool 
Con: 

•  Administrative  burden 

•  Employees  may  drain  a  portion 
of  assets  before  retirement 

Pro: 

•  Recruiting  tool 
Con: 

•  Administrative  burden 

•  Employees  may  drain  a  portion 
of  assets  before  retirement 

N/A 

Disability 

Pro: 

•  Secures  protection  of  valued 
employees 

•  Offsets  rmancial  cost  to  public 
assistance 

Con: 

•  Continuing  liability  on  DB 
portion 

•  Option  A  may  reduce  disability 
resources  depending  on  DC 
participation  and  performance 

Pro: 

•  Same  as  50/50  plan 
Con: 

•  Continuing  liability  on  floor 
accrued  benefits 

Pro: 

•  Same  as  50/50  Plan 
Con: 

•  Additional  costs 

•  Option  A  may  reduce  disability 
resources  depending  on  DC 
participation  and  performance 

Same  pros  and  cons  as  DB 
portion  of  50/50  Plan 

Death  benefit 

Pro  and  Con  same  as  disability 

Same  as  50/50  plan 

Pro: 

Same  pros  and  cons  as 
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benefit 

•  Provides  for  some  death 
expenses 

Con: 

•  Minimal  account  balances, 
especially  for  newer  employees 
may  be  inadequate  for  death 
expenses 

disabilitv  norlioii  ahovt* 
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//.  EMPLOYEE  ISSUES 


Plan  Structure 

■  50/50  Plan 
Employer  and  employee  each 
contribute  same  amount.  50%  of 
available  contributions  is  put  into  DC 
plan;  rest  in  DB  structure 

Floor  Offset 
Available  contributions  go  into 
DC  structure.  Employer 
guarantees  at  least  1%  accrual. 

Retirement  Option  Plan 
Employees  choose  between  100%  defined  contribution  plan  or  plan  that 
maintains  existing  structure  with  relatively  minor  changes 

Structural  issues 

Defined  Contribution  Option 

Minor  Changes  to  existing 
Structure 

Financing  New 
Benefits 

Pro: 

•  No  required  cost  increase 

•  DC  portion  increases 
opportunity  to  increase 
retirement  payout 

Con: 

•  Transfer  of  risk  on  DC  portion 
increases  possibility  of  a  reduced 
retirement  payout 

•  Future  benefits  without 
retroactive  effect  on  DC  value 

•  Additional  administration  costs 
required  for  DC  plan  reduce 
benefit  dollar  effectiveness 

Pro: 

•  No  required  cost  increase 

•  DC  portion  increases 
opportunity  to  increase 
retirement  payout 

•  Floor  transfer  of  risk,  some 
participants  will  have  mainly 
upside 

Con: 

•  Some  risk  on  DC  portion  for 
reduced  retirement  payout 

•  Future  benefits  without 
retroactive  effect  on  DC 
value 

•  Additional  administration 
costs  required  for  DC  plan 
reduce  benefit  dollar 
effectiveness 

Pro: 

•  No  required  cost  increase 

•  DC  nortinn  mavimiyps: 
opportunity  to  increase  retirement 
payout 

Con: 

•  Transfer  of  risk  on  DC  portion 
maximizes  possibility  of  a 
reduced  retirement  payout 

•  Future  benefits  without 
retroactive  effect  on  DC  value 

•  Additional  administration  costs 
required  for  DC  plan  reduce 
benefit  dollar  effectiveness 

Pro: 

•  Familiar  benefit  structure 

•  ncallll  UCnCill  ODUgallOIl 

addressed 

•  Benefit  security 
maintained 

Con: 

•  retirement  accruals 
reduced  for  health 
benefits 

•  Minimal  benefit 
flexibility 

•  Potential  financial  gains 
sacrificed  for  security 

Financing  Unfunded 
Benefit  Liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

Con: 

•  New  hires  explicitly  see  cost  of 
funding  past  service  liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

Con: 

•  New  hires  explicitly  see  cost 
of  funding  past  service 
liabilities 

Pro: 

•  Existing  unfunded  liabilities 
addressed 

Con: 

•  New  hires  explicitly  see  cost  of 
funding  past  service  liabilities 

Pro: 

•  Existing  unfunded 
liabilities  addressed 

Con: 

•  New  hires  explicitly  see 
cost  of  funding  past 
service  liabilities 

DB/DC  integration 

Pro: 

Pro: 

Pro: 

Pro: 
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•  Efficiency  of  single  statewide 
DC  plan 

•  Balance  of  security  and 
flexibility  (protection  offered  by 
DB  guarantee  and  opportunity  of 
DC  self-directed  investments) 

Con: 

•  Compromise  on 
security/flexibility  interests 

•  Liability  for  DC  investment 
failures 

•  Efficiency  of  single  statewide 
DC  plan 

•  Balance  of  security  and 
flexibility  (protection  offered 
by  DB  guarantee  and 
opportunity  of  DC  self- 
directed  investments) 

Con: 

•  Compromise  on 
security/flexibility  interests 

•  Liability  for  DC  investment 
failures 

•  Safety  net  of  floor  plan 
exposes  all  participants  to 
costs  based  on  investment 
underperformance  of  an 
individual  member 

•  Initial  ability  to  choose  between 
risks  and  rewards 

•  Efficiency  of  statewide  DC  plan 

•  Maximizes  retirement  payout 
possibilities 

Con: 

•  Security  trade-off  for  flexibility 
•■    Maximizes  risk  of  inadequate 

retirement  benefits 

•  Initial  ability  to  choose 
between  risks  and  rewards 

•  Efficiency  of  statewide 
DC  plan 

Con: 

•  Flexibility  trade-off  for 
security 

Portability  meclianics 

Pro: 

•  Portability  easily  available  for 
contributions 

•  Recruiting  tool 

•  Mechanism  for  cash  transfers 
involving  non-state  plans 

Con: 

•  DC  portion  facilitates 
privatization  goals  but  may 
protect  employees'  investment 

•  AHfiifinnfil  rn^t  nf  nnrtahilitA/ 

Pro: 

•  Same  as  50/50  plan  except 
100%  of  DC  balances  would 
be  available  for  portability 

Con; 

•  Same  as  50/50  plan  except 
portability  cost  would  be 
slightly  higher 

Pro: 

•  Maximum  portability  with  pros  of 
50/50  Plan 

Con: 

•  Same  as  50/50  Plan 

Pro: 

•  Promotes  retention  of 
employees 

•  Reduces  plan  costs 
Con: 

•  Can  hinder  recruitment 

•  May  pose  hardship  to 
departing  employees 

Investment  control 

Pro: 

•  Increased  flexibility  to  achieve 
personal  goals  (up  to  50%  self- 
directed  investment) 

•  Satisfaction  of  control 
Con: 

•  Higher  administrative  costs  for 

Same  pros  and  cons  as  50/50  plan 
except  investment  control 
includes  larger  share  of 
contributions 

Pro: 

•  Complete  assumption  of  risk  and 
responsibility  for  investment 
performance  for  those  who  want 
it 

Con: 

•  No  safety  net  for  low  DC 

Pro: 

•  No  burden  of  investment 
decision-making 

•  No  direct  invesmient  risk 
because  of  state  benefit 
guarantee 

Con: 
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DC  portion 

•  Assumed  risk  for  DC  portion 

•  Anxiety  of  control  and  decision- 
making requirements 

balances 
•     Burden  of  directing  personal 
investment  program  which  (in 
most  cases)  is  largest  part  of 
expected  retirement  income 

•  No  control  over  PERS 
contributions  or 
investment  possibilities 

•  Separate  apparatus  and 
increased  contribution 
level  (457  plan)  required 
for  self-directed 
investment 

Contribution  selection 

Pro; 

•  Encourages  planning  by 
employees 

•  Both  options,  especially  A, 
allows  differing  investment 
levels  to  recruit  and  retain 
employees  with  differing 
retirement  plan  needs. 

Con: 

•  Inadequate  retirement  benefits 
may  prompt  longer  service  than 
desirable 

•  Flexibility  increases 
administrative  burden  and  need 
for  communication  resources 

Pro: 

•  Availability  of  Deferred 
Comp.  (457)  plan  allows 
different  levels  of  retirement 
savings  above  PERS  base 
and  encourages  planning 

•  For  those  wishing  to 
minimize  attention  to 
retirement  plans,  basic  plan 
doesn't  require  decisions 
about  how  much  should  be 
allocated  to  self-directed 
investment 

Con: 

•  For  those  wishing  flexibility 
in  contribution  levels,  only 
457  plan  participation  makes 
this  available 

Same  pros  and  cons  as  50/50  Plan  DC 
portion 

Pro: 

•  Expansion  of  457  Plan  to 
all  locals  could  promote 
uniformity 

•  Retirement  planning  is 
encouraged 

Con: 

•  Only  some  employees 
will  benefit  from  457  Plan 

Forms  of  payment  at 
retirement 

Pro: 

•  Lump  sum  distribution  increases 
flexibility  to  achieve  retirement 
goals 

•  Annuitizing  balances  at 
retirement  under  Option  B 
returns  risk  to  employer 

Con: 

•  Lump  sum  distributions  increase 

Same  as  50/50  plan  Option  B 

Same  pros  and  cons  as  50/50  plan 

Pro: 

•  Partial  lump  sum 
distribution  increases 
flexibility  to  achieve 
retirement  goals 

•  Annuity  requirement 
promotes  careful  use  of 
retirement  resources 

Con: 
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employee  risk  of  requiring 
public  assistance  for  retirees 
•     Additional  retirement  planning 
resources  are  required 

•     Partial  lump  sum 

distributions  may  increase 
employee  risk  of 
requiring  public 
assistance  for  retirees 

Service  purchase 

Pro: 

•  Allows  flexible  transfer  from 
Da  and  DC  plans  without  loss  of 
service  credit 

Con: 

•  Question  of  service  equity  , 
regarding  transfers  from  non- 
state  plans  (how  should  service 
be  counted  toward  25  year 
requirement?) 

Pro: 

•  Allows  cash  credits  from 
other  DC  plans 

Con: 

•  Same  as  50/50  plan 

Same  pros  and  cons  as  Offset  Plan 

Pro: 

•  Availability  of  service 
credit  purchase 

Con: 

•  Cost  of  service  credit  may 
be  prohibitive 

Taxability 

Pro: 

•  4 1 4h  eligibility  preserved  for  all 
mandatory  contributions;  457 
plan  participation  increased  for 
state  and  local  employees 

Con: 

•  Option  A  reduces  tax  deferred 
possibilities 

•  Increased  administration  due  to 
offer  of  state  457  plan  to  all 
locals 

Same  as  50/50  plan  Option  B 

Pros  and  Cons  same  as  50/50  Plan 

414(h)  applies  to  all 
mandatory  contributions, 
allowing  457  pre-tax 
contribution  ability  for  excess 
contributions. 

Features 

Retiree  health  plan 
benefits 

rro. 

•  Historical  replacement  ratio 
(which  included  post-retirement 
health)  restored  in  part 

•  Strengthen  SHBP 

•  Recruiting  tool 
Con: 

•     Creation  of  new  post-retirement 

IN/A 

IN/ A 

Pro: 

•  Health  benefit  obligation 
addressed  in  part 

•  Strengthen  SHBP 

•  Recruiting  tool 
Con: 

•  Pension  accruals  reduced 
to  pay  for  health  benefits 

14 


c  c  c 


li:4Kilitv  wViifh  max/  nrAr'liiH** 
liauilliy  WUl^ll  lliay  UICCIUUC 

other  benefit  enhancements 

•  Requires  careful  accounting 
structure  for  employee  time  at 
state  and  local  level 

•  Tax  complications  associated 
with  individual  requests  for 
opting  out  of  designated  plan 

•     Creation  of  new  liabilities 
may  preclude  offer  of 
other  benefits 

Retirement  eligibility 

Pro: 

•  Parity  with  TRS 

•  /\uuuiuiiai  iiCAiDiiiiy  lor 
retirement  planning 

Con: 

•  Additional  costs  would  reduce 
money  available  for  DC 
investment 

•  Cost  for  employee  transfers  may 
be  prohibitive  to  some 

Same  as  50/50  plan  except 
transfers  from  existing  plan 
would  be  without  additional  cost 

Existing  Plan  rules 
Pro: 

•  Uniformity  among  PERS 
employees 

•  Less  costly  benefit  than  lower 
retirement  age 

Con: 

•  Incompatible  with  TRS 

•  Longer  service  required  in  PERS 

Pros  and  cons  same  as  DC 
option 

GABA 

Pro: 

•  Secures  replacement  ratios  over 
time 

•  Flexibility  on  DC  portion  for 
purchase  of  GABA  under  Option 

o 
D 

Con: 

•  DC  losses  may  thwart  purposes 
of  GABA 

No  GABA 
Pro: 

•  Account  balance  at 
retirement  may  yield  payout 
superior  to  actuarial  value  of 
existing  plan,  including 
GABA 

Con: 

•  Account  balance  at 
retirement  may  be 
substantially  less  than 
actuarial  value  of  existing 
plan,  including  GABA. 

Pro: 

•  GABA  needs  may  be  satisfied 
with  superior  investment 
perfontiance 

Con: 

•  GABA  needs  may  exacerbated 
because  of  investment 
performance 

Pro: 

•  Maintain  value  of  pension 

•  Recruiting  tool 
Con: 

•  Cost  of  GABA  may 
preclude  lundmg  oi  other 
benefits 

Vesting 

Pro: 

•     Lack  of  vesting  requirement  for 
DC  portion  a  recruiting  tool 

Con: 

Same  as  50/50  plan 

Pro: 

•     Immediate  vesting  offers 

employment  flexibility 
Con: 

Pros  and  cons  same  as  DB 
portion  of  50/50  Plan 
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•     Cost  associated  with  immediate 
vesting  in  DC  component 

•     Cost  of  immediate  vesting 

Terminal  leave 

Pro; 

•  Promotes  linkage  of  active 
employment  and  retirement 
goals 

•  Encourages  prudent  use  of  leave 
time 

Con: 

•  May  discourage  proper  use  of 
leave  time  (i.e.  using  time  to 
restore  health  and  productivity) 

N/A 

N/A 

Same  pros  and  cons  of  50/50 
Plan 

Part-time  employees 

Pro: 

•  Eliminates  administrative  and 
financial  burden  for  many  part- 
time  employees 

Con: 

•  Possible  hindrance  to 
recruitment 

•  Limits  ability  to  correct  mistakes 
retroactively  for  DC  benefit 

Same  as  50/50  plan 

Pros  and  cons  same  as  50/50  Plan 

Pros  and  cons  same  as  50/50 
plan 

Loans 

Pro: 

•  Recruiting  tool  and  additional 
flexibility  for  employee  finances 

Con: 

•  Short  pay-back  periods 
noticeably  reduce  pay 

•  May  reduce  long-term 
retirement  accumulation 

Same  as  50/50  plan 

Same  pros  and  cons  as  50/50  Plan 

N/A 

Disability 

Pro: 

•  DB  portion  guarantees  some 
resources 

Con: 

•  Cost  of  disability  reduces  funds 
available  for  DC  investment 

Pro: 

•  Possibility  of  superior 
benefits  depending  upon  DC 
account  performance 

•  Floor  plan  accrued  benefit 
guarantees  some  resources 

Pro: 

•  Separately  purchased  plan 
guarantees  some  resources 

Con: 

•  Additional  costs  reduce  amounts 
available  for  DC  investment 

Same  pros  and  cons  as  DB 
portion  of  50/50  Plan 
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•     Option  A  may  reduce  disability 
resources  depending  on  DC 
participation  and  performance 

Con: 

•     Inadequate  disability  benefits 
depending  on  DC  account 
performance 

Pro  and  Con  same  as  disability 
benefit 

bame  as  30/50  plan 

Pro: 

•  DC  account  provides  for  some 
deatli  expenses 

Con: 

•  Minimal  account  balances, 
especially  for  newer  employees 
may  be  inadequate  for  death 
expenses 

Same  pros  and  cons  as 
disability  portion  above 
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RECOMMENDATION 

In  order  to  facilitate  decision-making,  ASA  has  submitted  the  options  noted  above  for 
review.  These  options  are  consistent  with  the  constraints  of  HB  90  and  the  RFP  issued  by 
CPERS.  The  options  are  submitted  to  promote  discussion  regarding  public  policy  choices 
and  we  expect  that  work  done  for  Report  #2  and  Report  #3  will  be  on  plan  designs  which 
do  not  exactly  match  exactly  those  above. 

Consequently,  we  recommend  to  CPERS  that  it  pursue  work  on  a  plan  which  combines 
the  strength  of  the  50/50  Plan  and  the  Retirement  Option  Plan.  Because  of  the  Legislative 
history  of  HB  90  and  our  discussions  with  CPERS  we  thought  it  best  to  present  an  option 
which  allowed  for  a  100%  defined  contribution  plan  (DC  plan)  selection  by  employees. 
This  option  is  offered  for  discussion  purposes  (and  committee  direction)  as  one  split  of 
the  Retirement  Option  Plan  but  our  assessment  of  Montana's  overall  needs  leads  us  to 
conclude  that  few  employees  would  choose  a  100%  defined  contribution  plan. 

It  is  clear  from  HB  90  that  the  Legislature  wishes  recommendations  for  a  plan  which 
considerably  enhances  employee  choice.  Focus  Group  feedback  supports  considerable 
interest  in  plan  flexibility  and  self-directed  investment  but  does  so  within  a  context  of 
substantial  caution.  Most  employers  and  employees  voiced  reservations  about  a  plan 
which  would  not  guarantee  some  kind  of  retirement  income  to  employees. 

The  wording  of  HB  90  notes  that  a  "specified  benefit"  component  needs  to  be  included  in 
new  plan  recommendations  and  it  is  our  understanding  from  discussions  with  involved 
parties  that  this  means  "defined  benefit"  (DB  plan).  If  a  100%  defined  contribution  plan 
is  the  alternative  to  a  100%  defined  benefit  plan  in  the  Refirement  Option  Plan,  it  would 
satisfy  some  portion  of  the  existing  (and  fiature)  PERS  community  but  by  no  means  all.  It 
is  our  judgment  that  a  choice  between  a  hybrid  plan  and  a  100%o  defined  benefit  plan 
would  address  the  needs  of  considerably  more  Montana  employees  and  employers  than  a 
choice  between  100%  DB  and  100%  DC.  Although  there  is  currently  considerable 
interest  in  defined  contribution  plans  because  of  market  performance  in  recent  years, 
there  exists  widespread  uncertainty  on  the  part  of  most  Montana  public  employers  and 
employees  we  heard  fi-om  with  respect  to  the  wisdom  of  moving  100%  of  retirement 
assets  into  a  self-directed  investment  setting,  even  if  the  employer  is  selected  as  the 
investment  manager. 

It  is  also  clear  that  a  large  segment  of  Montana  employers  and  employees  do  not  wish 
employees  to  assume  any  responsibility  for  investment  decisions  because  of  the  risk 
involved  as  well  as  the  practical,  educational  requirements  for  handling  investment 
practices.  Yet,  there  are  identified  needs  which  are  not  being  met  within  the  existing 
PERS  structure  having  to  do  with  supplemental  investment  opportunities  for  all 
employees,  post-retirement  health  care  and  the  use  of  unused  leave  time.  These  needs 
could  be  met  with  limited  changes  to  the  existing  system. 
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Should  a  choice  be  offered  between  a  hybrid  plan  and  a  modified  PERS,  we  believe  most 
of  the  needs  identified  during  the  review  process  would  be  met  for  both  employers  and 
employees  along  with  the  requirements  of  HB  90.  Specifically,  needs  could  be  listed  as 
follows: 


Hybrid  Plan  DC  portion 

Hybrid  Plan  DB  portion 

Modified  PERS 

*       VJUoXuillCCLl  UCllCllL 

•    uuaranieeQ  oenetit 

•    Choice  of  payouts  in 
retirement 

•    Disability  and  death 
benefits 

•    Health  benefit  and 
benefits 

•    Self-directed  investment 

•    Incentive  for  longevity 

•    Unused  leave 
conversion 

•    Post-retirement  health 
care 

•    457  plan  for  all  PERS 

•    Supplemental  savings 
(457  plan) 

•    Familiarity  of  plan 
structure  for  existing 
employees 

•    Increased  portability  of 
contributions 

•    Incentive  for  longevity 

As  noted  earlier  in  this  report,  it  is  clear  that  any  changes  made  to  the  PERS  to  address 
these  issues  would  be  made  through  the  normal  law-making  process.  The  goal  of  the 
CPERS  committee  is  to  present  to  the  Legislature  coherent,  straightforward 
recommendations  which  address  the  specific  issues  identified  in  HB  90  as  well  as  other 
appropriate  points.  These  recommendations  would  be  based  upon  the  assumption  that  the 
basic  goals  of  any  retirement  system  would  be  met,  i.e.,  that  it  could  be  effective  as  an 
important  tool  for  Montana  public  employers  to  recruit  arid  retain  proficient  public 
employees  in  the  most  economically  efficient  maimer.  Because  of  Constitutional 
protections  for  existing  employees  and  marketplace  competition  for  competent  personnel, 
it  is  clear  that  the  merit  of  recommended  changes  will  be  judged  primarily  by  employee 
choice.  We  believe  direction  by  CPERS  to  explore  our  recommendation  will  increase  the 
likelihood  of  such  affirmative  choices. 
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